The County of Erie, New York

Four-Year Financial Plan: FY2006 - FY2009

Transmitted by
The Honorable Joel A. Giambra
Erie County Executive
to

The Erie County Fiscal Stability Authority

October 15, 2005




Table of Contents

IL.
I11.
V.

VIL
VIII.
IX.

XI.

Summary of Financial Challenges & Approach to Recovery

Fiscal Gap

Revenue

Workforce

Department Initiatives

Financing Program, Debt Restructuring & Management
Cash Management

Financial Management

Risk Management

Selected Component Organizations

A. Sewer Districts

B. Erie County Soil & Water Conservation District
C. Erie County Community College

D. Erie County Medical Center Corporation

E. Efficiency Initiative Grant
Appendix
A. Fiscal Gap Summary

B. Initiative Matrix



I.

SUMMARY OF FINANCIAL

CHALLENGES & APPROACH

TO RECOVERY




SUMMARY OF FINANCIAL CHALLENGES & APPROACH TO RECOVERY

The County Government’s Financial Challenges

Despite the County of Erie’s many strengths, it has struggled to adapt to economic change over
the last half century. The Giambra Administration took office seeking to reverse this course,
aiming to create an environment conducive to expanded private investment and quality of life by
improving the County’s infrastructure and reducing the cost of government through local
government merger and tax reductions.

There have been successes. The County’s employees have moved to a single healthcare
provider. A modern financial management system is being put in place. Eying regionalism, the
County assumed responsibility for City of Buffalo parks assets, and has entered into an
agreement with a non-profit organization to operate them. The County Government has invested
heavily in its roads, public buildings, and other capital assets, while maintaining a moderate debt
burden. Using 2003 data, out of nine New York counties used in a comparison, seven had higher
debt service as a percent of total expenditures than did Erie County (2.5 percent), while five
counties had outstanding debt per capita higher than Erie County ($489).'

Such achievements noted, the County Government faces severe financial challenges which quick
fixes cannot overcome. The first step to recovery is to acknowledge these challenges. Eager to
reduce the price of government, the County cut property taxes 35 percent at the beginning of the
decade, only to be swept over by a tide of swelling employee costs, the Medicaid burden, the
effects of a sluggish economy upon sales tax revenues, and lost opportunities for efficiencies due
to the slow pace of organization change, particularly with respect to the County’s Government’s
desire for greater regionalization. Medicaid spending as a share of the County’s General Fund
budget climbed from 17.4 percent in 1993 to 22.1 percent in 2003, at a cost to Erie County of
$91.8 million.

When anticipated revenues and savings did not materialize, the County did not make enough
difficult decisions to financially right itself. Until 2005, potential gains in revenue associated
with an increase in property values were offset by a policy of reducing the tax rate to hold the
total levy flat, even as the County’s costs grew. The County’s property tax policy has put
hundreds of dollars back into the pockets of Erie County’s taxpayers, but at the cost of depleting
too much of the County’s most stable, predictable revenue source.

A structural fiscal imbalance — an excess of recurring expenditures over recurring revenues — has
ballooned in size over the decade. The County’s operating deficits have climbed from $10
million in FY2001 to $39.9 million in FY2002, $44.1 million in FY2003, and $100 million in
FY2004. Estimates of this fiscal gap reached as high as $118.4 million in FY2005 and $278.9

! Counties are Albany, Dutchess, Erie, Genesee, Monroe, Nassau, Niagara, Onandaga, Suffolk. Source: 2005 Annual
Report of Local Governments by the Office of the New York State Comptroller. The County’s debt is described
more fully in Financing Chapter of this Four-Year Plan.



million by FY2009, as identified by the Office of the New York State Comptroller.” Over $346
million in one-time measures have been used to bridge this gap, including the draw down of over
$200 million in fund balance, the use of nearly $60 million in tobacco securitization proceeds,
and $85 million from the transfer of the Erie County Medical Center, as well as a heavy reliance
on expanding cash flow borrowings.

Over the last year, the County experienced a series of rating downgrades by firms which analyze
the County Government’s credit, Moody’s and Fitch. Erie County’s credit ratings have fallen
from a high investment grade of A2/AA- in June 2004 to Baa3/BBB- in June 2005, the lowest
investment grade ratings. Further downgrades will cause the County Government’s rating to fall
below investment grade. Erie County would then become the only major county in this country
to be labeled with “junk bond status,” adversely impacting the County’s cost of borrowing and
jeopardizing the County Government’s ability to continue long term financings of important
capital projects, as well as seasonal cash flow financings.

In March 2005, the County undertook a sweeping round of layoffs, which reduced the workforce
by 1,130 full-time employees. This was followed by the adoption of a 0.25 percent Sales Tax
increase, expected to generate $15.4 million in revenue in FY2005, and $31.6 million in
FY2006. In July, the State of New York promulgated a statute creating the Erie County Fiscal
Stability Authority (“ECFSA” or “Authority”). Fitch then adjusted its negative outlook on the
County’s credit to a stable outlook, albeit still at Fitch’s lowest investment grade rating. Also in
July, the County undertook a transaction to free $108.0 million in tobacco securitization
proceeds for use in closing its FY2005 gap, meeting its cash flow needs through early 2006, and
providing about $18.0 million in funding for capital projects.

Through this combination of measures, the County will balance its budget in FY2005. But
meeting the immediate budget need does not suggest that a permanent solution has been found --
far from it. Before factoring in the effects of the 2005 0.25 percent Sales Tax increase, the
County Executive and County Comptroller, with technical assistance provided by consultants of
the Authority, have projected a fiscal gap for FY2006 of $140.0 million if corrective action is not
taken. This gap is projected to reach $183.9 million by FY2009. The Fiscal Gap chapter of the
Four-Year Plan expands upon this projected gap, as well as a number of financial risks facing
Erie County.

The statute authorizing the creation of ECFSA requires that the County adopt a Four-Year
Financial Plan for FY2006, and subsequent years, which is to be reviewed and ultimately
approved by the ECFSA. Aiming to reduce the County’s reliance on one-time measures to meet
immediate budget needs, the FY2006 Four-Year Plan is to identify sufficient recurring savings
and revenues to close 10 to 15 percent of the $118.4 million gap identified by the Office of the
New York State Comptroller in FY2005 (a minimum of $11.8 million), and increasing shares of
the fiscal gap in future years.

? Office of the New York State Comptroller, Division of Local Government Services & Economic Development,
Budget Review Erie County, June 2005.
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ERIE COUNTY GOVERNMENT’S PROJECTED FISCAL GAP
(In $ Millions, As of August 2005)
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The FY2006 Four-Year Financial Plan, like the FY2005 Four-Year Plan to be adopted, will
identify new sources of recurring revenues and savings to close the projected fiscal gap:

. FY2006: at least 35 percent of the gap to be closed by recurring savings and revenues
($49.0 million)

. FY2007: minimum 45 percent closed by recurring savings and revenues ($69.2 million)

. FY2008: recurring revenues and savings are to close at least 60 percent of the gap

($101.4 million)

. FY2009: at least 80 percent of the gap ($147.1 million) is to be eliminated by recurring
revenues and savings.

FISCAL GAP COMPARED TO RECURRING GAP-CLOSING TARGETS
(In' $ Millions, As of August 2005)
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The County has already implemented its first major gap-closing initiative, passing of a 0.25
percent local sales tax rate increase as of July 1, 2005. This increase is projected to add $15.4
million in revenue in FY2005, and $31.6 million in FY2006, reaching $34.0 million by FY2009.

ANNUAL FISCAL GAP
INCLUDING ADDITIONAL 0.25 % LOCAL SALES TAX RATE
(In $Millions)
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B Erie County: Fiscal Gap Projection 0 Additional $0.25 Local Sales Tax Revenue

The revenue projected by this sales tax increase is expected to be sufficient to meet the minimum
recurring revenue/savings initiative threshold for FY2005. The chart which follows presents
these requirements through FY2009.

The Four-Year Financial Plan’s Approach

There are a number of approaches to closing the fiscal gap. Perhaps the easiest would be a
single, massive restoration in property and sales taxes, followed by continuation of business as
usual. The FY2006 Four-Year Plan follows a different path. It is designed to maintain the focus
of the County Government upon policy decisions and operational practices which will make the
Government more efficient, more accountable, and more effective — fundamental conditions for
the County’s economic recovery. This balanced approach is built upon the following foundation:

= Management savings and cost-recovery initiatives with accumulated fiscal impact of $262.0
million through FY2009, which serve as a cornerstone of the Four-Year Plan

= Property tax restoration of 17.4 percent in FY2006, held in check by the Four-Year Plan’s
management initiatives

= Diminished, then ultimately eliminated, use of one-time budget balancing measures, such as
tobacco securitization proceeds in FY2005. The use of one-time measures will be much
lower than that allowed in the fiscal stability statute

=  Building of $68.1 million of fund balance by the close of FY2009 — over 5 percent of
General Fund expenditures.
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2005 Structutral Gap
New 0.25% Sales Tax
Use of Tobacco Proceeds
Net Gap After Actions to close

Tobacco Proceeds

Less Use to Close 2005 Gap
Tobbaco Proceeds for Capital (in
addition to $85.7MM borrowing)

Actions to Reach Structural
Budgetary Balance

Minimum Recurring Revenue or
Recurring Savings Required by
Statute in 2005

Amount Actions Exceed Statutory
Minimum

One Time Actions to Close Gap

2005 Gap

Actions to Reach Structural

Budgetary Balance
0.25% Sales Tax of 2005
0.50% New Sales Tax Increase
17.4% Property Tax Increase

Cut in Operating Subsidy to ECMCC
Recurring Savings & Cost Recovery
Initiatives (Not Counting Initiatives
Needing Union/State Approval)

Total Recurring Gap Closure 2006

Higher Capital Borrowing from
$30mm in 2005

Net Gap Closure
Remaining Gap to Be Closed by
One-Time Measures

Minimum Recurring Revenue or
Recurring Savings Required by
Statute in 2006

Amount Actions Exceed Statutory
Minimum

One Time Actions to Close Gap
Contributions to Fund Balance
Net Gap After Actions to Close

2007 Gap
Actions to Reach Structural
Budgetary Balance

0.25% Sales Tax in Place (expires
11-30-07)

0.50% New Sales Tax

Property Tax Increase of 2006
Recurring Savings & Cost Recovery
Initiatives ($24.2 Million County
Controlled; $29.5 Million Union or
State Control)
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Total Recurring Gap Closure 2007

2007

$105,691,000
$15,400,000
$90,158,000
0

$108,000,000
$90,158,000

$17,842,000

$15,400,000

$10,569,100

$4,830,900

$90,158,000

$140,020,000

$31,608,257
$63,216,514
$24,919,000

$13,500,000

$14,047,000

$143,457,770
($1,210,000)
$142,247,770

$0

$49,000,000

$93,247,770

$2,227,770
$0

$153,880,000

$26,989,505
$64,774,812
$25,322,000

$53,742,000

$13,500,000

$184,328,317
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Management Initiatives. Consistent with the theme of balance, the Four-Year Plan sets forth a
large number of “tough love” management initiatives that may require sacrifices from a broad
number of stakeholders. The Plan emphasizes over 150 of these management initiatives aimed at
fundamentally strengthening the way the County’s finances and workforce are managed, how its
services are structured and delivered, and its costs recovered. Indeed, some initiatives suggest
that the County may get out of certain businesses altogether. A summary of these initiatives is
provided in Appendix C, with principal initiatives described in greater detail throughout the Plan.

Most of these management initiatives — with an estimated accumulated impact of $137.2 million
— can be implemented at the discretion of the Executive and Legislature. Other initiatives,
potentially closing $142.6 million of the gap, will likely be affected by union reaction, or the
consent of State, or other local governments. If the latter group of initiatives is not approved,
painful rounds of service reductions or tax increases will be necessary.

Of the Four-Year Plan’s approach to closing the fiscal gap, its management initiatives are

expected to close 59 percent of the gap by FY2009. Savings initiatives alone (not those aimed at
recovering costs) are planned to account for 41 percent of fiscal gap closure by the Plan’s final

year. About 45 percent of the total management initiatives should vield savings in FY2006,
growing to 70 percent in FY2009.

FY2006 FY2007 FY2008 FY2009

Fiscal Gap Closed by Savings/Cost-Recovery Initiatives

Fiscal Gap Closed by Savings Initiatives Only

Management Initiatives from Savings Instead of Cost Recovery

Context is important in considering the scale of the savings initiatives. From the beginning of
January 2005, through the end of August — the month in which the ECFSA was established —

layoffs and attrition reduced the General Fund workforce by 1,016 employees (not counting
funded vacancies), including 748 individuals who had worked full-time. Even reducing savings
estimates to account for employee costs which would have been reimbursed, this elimination of
20 percent of the General Fund workforce amounted to an estimated $180 million in savings
from FY2006 through FY2009 — $180 million which otherwise would have been realized
through the Four-Year Plan process. Adding $180 million to the $262.0 million in accumulated

savings and cost recovery initiatives identified in the Four-Year Plan, the County is undertaking
a course of action to achieve $442 million in fiscal gap closure by the close of FY2009.

While certain initiatives are aimed at making existing processes more efficient, many others call
for fundamental restructuring of approach and/or organization in the provision of the services --
aimed at reducing spending, increasing cost recovery, or getting out of certain “businesses”
altogether. These include the following:

»  Sheriff “Road Patrol” Services — The FY2005 Plan called for towns relying on Sheriff to

provide municipal-type policing services (at present, such towns, with less than 15% of the
County’s population, account for nearly 80% of service calls) to enter into a contract for
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these services. The FY2006 Plan, however, phases this initiative in over a three-year period,
to allow communities more time to adjust

= Parks & Recreation — The FY2006 Plan’s many initiatives in this area reflect a two-phased
approach. The first phase makes Parks and Recreation more efficient through combination of

managed competition/outsourcing, cost recovery, revenue-generating advertising, use of part-
time employees and other staffing adjustments. The second phase turns the County’s assets
over to _a non-profit regional parks conservancy. There is precedent for doing this at a
smaller scale, with the County already assuming responsibility for certain City parks assets,
and turning over day-to-day management to the non-profit Olmstead Conservancy on a
contract basis. Time will be needed to encourage the formulation of a regional conservancy

on a sufficient scale to manage all of the County’s parks and recreational assets effectively,

and even outsourcing initiatives will require concessions from employee unions; thus, the

two-phased approach

= Compensation and work rules affecting the County’s workforce

= 911 Communications Consolidation
= Criminal Justice Processes Associated with Corrections Costs
®»  Social Services/Health

= Risk Retention/Risk Management

= Road Maintenance/Snowplowing

= Purchasing

= Fleet Management

= (apital Program Management

= (Centralization of Collections & Receivables Management

= Merger of Emergency Services into Central Police Services.

The FY2006 Plan also provides for efforts to reconfigure the relationship between the County
Government, the Erie County Community College, and Erie County Medical Corporation,

though it is acknowledged that a number of measures must be first put in place before savings
can be contemplated.

While emphasizing restructuring and efficiencies, the Plan is not some mere litany of cuts. It is
acknowledged that the layoffs which occurred in the first quarter of the year eliminated a number
of employee positions which have constrained the County Government’s ability to recover its
costs (e.g., Medicaid Fraud) and constrain spending (e.g., the absence of probation officers
contributing to spending at the Jail; the elimination of central Workers’ Compensation and fleet
manager positions). Initiatives with fiscal impacts which are currently “To Be Determined”
(“TBD”) will continue to be developed and will be implemented.
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On the heels of the sweeping layoffs of the prior months, the Four-Year Plan contemplates hiring
full-time and part-time staff principally aimed at controlling expenses and recovering revenue.
The Plan also provides for continued investment in the County’s infrastructure, including $85.7
million in capital improvements for the City’s waterfront, the Erie County Medical Center, and
other projects by the close of FY2005, and $30.0 million each year thereafter. Borrowing
associated with this investment will be done in accordance with a debt management policy which
takes into consideration the burden of debt upon the County’s operating budget, and holds total
outstanding debt to prudent levels.

To be conservative, the estimated impact of most of these management initiatives is heavily
discounted in FY2006, and often the out-years as well, to allow time for implementation. The
fiscal impact of many initiatives is not yet calculated. Additional savings and revenues
generated by discounted initiatives and those with impacts yet to be determined will contribute to
building the County’s fund balance. Sufficient initiatives are identified in FY2007 and beyond
to provide the County Government with options regarding which initiatives to adopt.

Affecting recurring gap closure will be the level of County Government support to the Erie
County Medical Center Corporation (“ECMCC”). The County is currently in litigation with the
hospital corporation over the County subsidy, and the disagreement is about the interpretation of
the terms of the contract of sale. The hospital corporation contends that the agreement requires
the County to subsidize the hospital at a rate adequate to cover any budget deficit the hospital
may realize. The County, however, believes that its only obligation is to cover $5.6 million to
$7.6 million in annual debt service costs incurred by ECMCC to finance the purchase of the
hospital and other assets. This case is scheduled to be ruled upon by the end of this calendar
year, and the decision is likely to significantly impact the General Fund by either increasing or
decreasing the required subsidy level to the hospital.

The Four-Year Plan assumes litigation will result in the County’s favor, reducing the base case
fiscal gap projection by $13.5 million. If the County loses and is obliged to pay the operating
subsidy, exposure to the County could have to pay the $13.5 million, $18.6 million (based upon
the ECMCC projection for FY2006 of $24.2 million less $5.6 million of debt service the County
already intends to pay), or another amount ultimately determined. In such case, an alternative

source of savings or revenue be in place as a contingency to offset the cost of the subsidy.
Because the recurring revenues and savings identified in the FY2006 Plan exceed the minimum

statutory threshold by such a wide margin, one-time measures may be used as the contingency.

Property Tax Restorations. The Four-Year Plan calls for property tax rate restorations of 17.4
percent in FY2006. This restoration is expected to generate $ 24.9 million of recurring revenue
in FY2006. While property tax adjustments are undesirable, this tax restoration will keep the
County competitive with respect to the rates of other Upstate New York counties, and will be
lower than the tax hike needed to balance the budget in FY2006 if the Four-Year Plan’s more
balanced strategy were not in place. Erie County’s property tax rates will still compare favorably
to the 2004 rates in Monroe County, at $7.85; Niagara County at $8.86; and Onondaga County at
$7.71, as well as the average of $8.11 for Upstate counties.
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One-Time Measures. A financial recovery plan based only on one-shot use of tobacco proceeds
or deficit borrowing would not be credible. But within the context of a multi-year financial plan
such as Erie County’s, the use of a modest and declining amount of one-time measures in the
early years of the recovery process is not unusual, as it allows a large government to buy time
until management initiatives take hold. The County of Nassau, NY and the County/City of
Philadelphia, PA both applied this strategy as part of their successful financial recovery efforts.

Reliance upon one-shots must diminish each year. The statute creating the Fiscal Stability
Authority contemplated this when setting forth the minimum thresholds of gap closing which
had to be accomplished through recurring revenue and savings. Erie County’s Plan applies over
$90.0 million of tobacco securitization proceeds in FY2005. No additional one-shots would be
required in FY2007, or beyond, if the County’s management initiatives are achieved.

However, if unfavorable events occur, such as a large operating subsidy payment to the ECMCC,
or shortfall in the realization of initiatives whose outcomes are affected by unions or the State
Government, some combination of tax increases, service cuts, or additional borrowing will be
necessary.

Efficiency Incentive Grant

The statute which puts in place the ECFSA sets forth an Efficiency Incentive Grant available to
the County of Erie and City of Buffalo, from FY2006 through FY2010, to support initiatives to
improve productivity. The County seeks a portion of the $10 million to fund initiatives which
will reduce County expenses, improve cost recovery, and in a number of instances, facilitate
efficient, joint provision of services by the City and the County. If authorized by the State,
funding would be directed to the following priorities:

= SAP Information System: Integrated Social Services Case Management System;
= SAP Information System: Plant Management, Project Systems, Fleet Management;
= eProcurement, Including Strategic Sourcing Capacity-Building;

= Technology to Support Alternatives to Incarceration Initiatives (e.g., electronic monitoring):

= Consolidated 911 Communications: (County Departments & County-City);

s “County-CitiStat,” Combining County and City Performance Management Systems (i.e..

apply a system similar to the City Baltimore to improve transparency, accountability, focus
on results - supports initiative management and more jointly provided services);

=  Consolidated Fleet Management Center: (Phase One: County, Phase Two County-City):

e Productivity Bank: Similar to County of Philadelphia's successful approach, capitalize a

“Productivity Bank” which re-lends to County departments for productivity enhancing

projects (e.g.. automated field reporting for Sheriff deputies, market-based revenue
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initiatives, consolidated fleet center once planned), repaid through savings/cost-recovery
from the departments' operating budgets). This Efficiency Incentive Grant funding for
FY2006 invests only seed funding for technical assistance to implement non-capital
intensive savings initiatives. As an alternative, if State funding to offset staff and related
operating costs of Four-Year Plan savings/cost recovery initiatives does not materialize,

the Productivity Bank would receive higher capitalization ($3.83 million) to launch other
capital improvement projects immediately;

e Erie County Office of Management & Productivity. Undertaking significant
government reform and change requires a consistent, focused agent and advocate for
change. Multi-year financial recovery plans, such as the Erie County Four-Year Plan, do
little more than take up space on a bookshelf without the capacity and will to implement
savings, productivity, and cost-recovery management initiatives.

The Four-Year Plan assumes that the Office of the County Executive, in consultation
with the County Legislature and the Erie County Fiscal Stability Authority (ECFSA), will
lead the initiative implementation effort. While policy leadership from the County
Executive is a necessity, to maintain and sustain the day-to-day management of Four-
Year Plan initiatives requires additional capacity and responsibility. An Erie County
Office of Management & Productivity (ECOMP) would be the linchpin of the
government reform and restructuring effort — it would ensure that the initiatives contained
within the Four Year Plan are fully developed, implemented, and the results determined
and communicated to elected officials and the citizens and taxpayers of Erie County.

This approach will also work to sustain the momentum for change. The Director of
ECOMP and staff will have dual reporting responsibilities, to the County Executive and
the County Legislature, and will be required to provide information and make
presentations at the ECFSA’s request.

How the Four-Year Plan Has Been Developed

The Four-Year Financial Plan is the County’s document. The County Executive transmits it to
the Legislature. The Legislature is to review it and, it is hoped, provide its consent. The
Executive transmits it to the ECFSA for its review, and — again it is hoped — its approval. It is
the County Executive’s responsibility to manage the Four-Year Plan’s implementation and report
on its results. The Legislature will be asked to authorize the initiatives requiring its
authorization. The figures and management initiatives presented in this Four-Year Plan are the
County’s. The ECFSA has made available a consultant, experienced in the development of
multi-year financial recovery plans, to provide technical assistance to the County in formulating
reasonable initiatives to close the gap and strengthen the credibility of its numbers.

Given the benefit of time, the FY2006 Four-Year Financial Plan includes more in-depth analysis
to identify additional savings and cost-recovery initiatives than did the FY2005 Plan, which has
been sent back to the County for further refinement. It can be expected that the final FY2005
Plan presented to the Authority for approval will mirror the FY2006 Four-Year Plan.
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The ECFSA’s consultants worked with the County Comptroller, Budget Director and their staffs
in identifying Erie County Government’s fiscal gap, using standard five-year fiscal gap
projection methodology. To build the foundation of the projections, detailed FY2002 and
FY2003 audited budget actual data and FY2004 preliminary budget actual data by fund, fund
center, and account from the County’s SAP financial system were used. Personal services costs
were modified using year-to-date actual payroll data through pay period 16 of 26 annual pay
periods. This data included salaries and wages, other compensation, health insurance and other
benefits, workers’ compensation and pension costs. FY2005 personal services costs were then
derived by projecting the remainder of the fiscal year based on the first 16 pay periods,
supplemented by historic trends and, where appropriate, additional information as provided by
County department and financial staff. Lastly, FY2005 budget and/or year-to-date information
was used where appropriate to reflect current service and subsidization levels and revenue trends
as in, for example, the Social Services Department, the Parks Department, County Clerks Office,
and the annual contract payment to the ECMC.

Once the base of the projections was set using this information, extensive data gathering and
research was conducted with County finance and budget analysts to ascertain appropriate levels
of growth rate assumptions for FY2005 and each of the next four years based on the three-year
trends from the initial data. Where possible, revenue growth rate assumptions were developed
based on five- to ten-year historic trends and/or independent analysis to apply longer-term
historic trend assumptions. Additionally, third-party sources were consulted where available and
appropriate to provide independent analysis including the State Comptroller’s Division of
Budget, the New York State and Local Retirement System, the Niagara Insurance Group, and the
Buffalo Niagara Convention and Visitors Bureau. Also, regional and national trends were used
where appropriate based on Size Class B Urban CPI data from the US Bureau of Labor and
Statistics or the Survey of Professional Forecasters at the Federal Reserve Bank of Philadelphia.
In all cases, County financial staff was consulted continually to ensure consensus on the
accuracy and reasonableness of the findings of this analysis.

Management initiatives have been identified from discussions and analysis involving the County
Executive, senior executive staff, the technical consultant provided to the County by the ECFSA,
financial and operations managers, other elected officials and their staff, members of the
Judiciary, and contractors supporting department operations. Intensive analysis has been applied
to financial and personnel data drawn directly from the County’s central financial and personnel
management systems. A number of findings and recommendations of such documents as the
Buffalo-Niagara Partnership Report and the Breaking the Cycle Report have been incorporated
in the Four-Year Plan. This spirit of collaboration will be necessary if the Four-Year Plan is to
be successfully put in place, and the County is to regain sound financial footing and effective
organizational change.

Putting the County Government’s fiscal house in order will depend on the cooperation of the
County’s elected officials. Virtually everyone with a stake in County Government will have to
bear some measure of burden; but this burden will be much less than the long-term costs of lost
economic competitiveness, quality of life, and credibility if the County’s financial woes were
allowed to continue.
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The Four-Year Plan is as much a process as a document. As time passes, projections will
change. Some initiatives may work more effectively than expected, others less so. As such, the
County will update the Plan in years ahead, and establish a system to report on its
implementation. In the final analysis, the Four-Year Plan will only be as good as the will to
make it happen.
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THE FISCAL GAP

Projections of the County’s budget from FY2005 are the foundation of the examined fiscal
position of Erie County’s funds. To gain a clear understanding of its financial health, the County
embarked on a detailed analysis of its two main operating fund categories: the General Fund and
Debt Service Fund. The General and Debt Service Funds are of particular concern because they
directly impact the County’s tax base and tax payers. Any shortfall in these two funds may
adversely impact service provision or the tax rate. This chapter describes factors affecting the
General and Debt Service Funds by defining and analyzing detailed budget projections,
identifying potential fiscal gap(s), and introducing initiatives to remedy the fiscal gaps identified.
This chapter also summarizes the results, along with associated key trends and assumptions.

The following section defines terms that are important for interpreting these projections.

Terms

The term baseline projection refers to the County’s fiscal position if historical revenue and
expenditure trends were to continue. Information provided by analysis of historical trends is
supplemented by research into specific factors, such as the annual payment to the Erie County
Medical Center (“ECMC”). The deficits that are projected in each of the Plan’s five years reflect
the excess of expenditures over revenues in a given year. As described below, the projections
indicate that Erie County has a structural deficit; i.e., recurring expenditures exceed recurring
revenues on an ongoing basis, factoring out one-time events.! The projections discussed herein
do not project one-time events into the future.

The County’s total fiscal gap is equal to its total projected deficit in each Plan year if no
corrective action were taken to bring the County’s revenues and expenditures into balance. The
total fiscal gap is the target to be equaled or exceeded by the dollar value of gap-closing
management initiatives. These initiatives include strategies for organizational restructuring,
spending reductions, cost recovery and other increases in recurring revenues, labor cost
containment, and productivity enhancements®. « Reliance upon one-shot measures to close the
gap, such as use of tobacco securitization proceeds for the operating deficit in FY2005, or deficit
borrowing in FY2006, would not be consistent with sound fiscal strategy if relied upon as the
principal means of meeting immediate budget pressures. Within the context of the Four-Year
Financial Plan, these one-time measures will not be used to paper over structural imbalances in
the County’s revenues and expenditures. Instead, coupled with the FY2005 sales tax increase
and 22 percent property tax increases in FY2006 and FY2007, one-time use of tobacco proceeds
and then deficit borrowing will play a steadily diminishing role in bridging budget shortfalls in
the Plan’s early years, buying time to allow the management initiatives to take hold. The fiscal
impact of these initiatives will ramp up each year of the Four-Year Plan, eliminating increasing
shares of the fiscal gap each year.

! Budget deficits are the excess of expenditures over revenues counting one-time events as well as recurring

expenditures and revenues.
2 Some initiatives are intended to improve internal controls, transparency, and accountability of County government,
but are not necessarily expected to have a quantifiable impact on the fiscal gap.
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A fund is a component or group of components of the County’s budget. Funds are used to
categorize operating and other monies by function, department, source, use or other
characteristic for management purposes. For example, the General Fund is made up of monies
used for the general operation of the County, and tracks revenues and costs of several but not all
departments. The Debt Service Fund is earmarked for bond revenue and payments.

The Fiscal Gap

The analysis of the County’s finances has uncovered fiscal distress, and the immediacy of the
problem is demonstrated in the size of the total fiscal gap. The total fiscal gap is composed of
the excess of expenditures over revenues in this and each of the next four fiscal years in the
General Fund. Several parts work together to drain the County of budget dollars.

As shown in the graph below, the County faces a fiscal gap that grows successively to $183.8
million by FY2009. Without corrective action, Erie County faces a cumulative fiscal gap of
$752.2 million through the next four years.
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The following table breaks out the fiscal gap projections. Appendix A presents the projections
for each fund in detail.
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GENERAL FUND PROJECTED FISCAL GAP
FY2005 - FY2009

FY2005 FY2006 FY2007 FY2008 FY2009

Revenues $788,231,362 | $801,743,122 | $819,613,226 | $ 838,282,274 | $ 857,568,418
Expenditures $ 893,872,280 | $941,758,758 | $ 973,484,483 | $1,007,202,338 | $1,041,369,705

TOTAL FISCAL GAP  ($105,640,918) ($140,015,635) ($153,871,257) ($168,920,065) ($183,801,287)

General Fund

The General Fund is composed of operating funds used for essential County services,
encompasses the majority of County departments’ spending, and is almost entirely supported by
State and Federal aid and local tax revenue. In addition to supporting County operations, the
General Fund provides subsidies in the form of payments and fund transfers to cover debt service
payments and operating expenses for other County functions.

Since FY2002, the General Fund has struggled to maintain balance amidst rising personnel costs
and slower growth in revenues. General Fund revenues have grown each of the last two years,
buoyed by the sale of the ECMC in FY2004. However, FY2003 and FY2004 saw personnel cost
growth of over 10 percent. Expenses overall have grown an average 9.9 percent per year in the
last three years, compared to revenue growth of 6.7 percent per year on average including the
one-time ECMC sale revenues and expenditures. As a result, the County was forced to spend
down the General Fund balance to below $0.5 million by the end of FY2004.

GENERAL FUND:
REVENUES AND EXPENDITURES
FY2002 - FY2009
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*Note: The Erie County Medical Center was sold in FY2004, resulting in one-time expenditures and revenues
accounting for some irregularity in that year.
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In each of the next four years, General Fund spending is projected to continue to surpass
revenues. Without corrective action, General Fund expenditures are projected to be $893.9
million is FY2005, growing to $1,041.4 million in FY2009 with revenues of $788.2 million and
$857.6 million respectively. This mismatch results in a General Fund budget deficit of $105.6
million in FY2005 growing to $183.8 million by FY2009.

Major Budget Drivers. The largest cost drivers in the General Fund are social service program
expenditures, the apex of which is the local share of the Medicaid program. From FY2002
through FY2004, these costs accounted for 44.6 to 47.0 percent of total General Fund
expenditures. Other than social service program costs, the General Fund budget is dominated by
personnel expenditures, which are 54.2 percent of the FY2005 projected expenses. Therefore,
social services and personnel expenses drive a majority of the General Fund deficit. On the
revenue side, local taxes make up 51.6 percent of the revenues, of which property tax and sales
tax revenue are 95.9 percent. State and federal aid for social service programs account for a
large share of General Fund revenues. State and federal aid for social service and other
programs account for 39.3 percent of the General Fund revenues projected for FY2005. State aid
contributes 21.3 percent to annual revenue while Federal aid is projected to add 17.7 percent in
General Fund revenue in FY2005. Fines, fees and charges are projected to be 3.4 percent of
revenues in FY2005, while other sources and interfund revenue are projected to account for the
remaining 5.7 percent of General Fund revenues.

Revenue

Budget projections for FY2005 through FY2009 show revenues growing at a steady average
annual rate of 2.1 percent. Overall growth from FY2002 through FY2009 is shown in the graph
below.

TOTAL REVENUE GROWTH
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*Note: The County sold the Erie County Medical Center in FY2004 netting $36.7 million in
one-time revenues. Additionally, a one-time accounting change moved approximately

$30 million in revenues from Grants Funds into the General Fund, accounting for the unusual
increase in revenue that year.
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As shown in the following graph, the General Fund’s revenue growth have been historically
moderate, presenting a great challenge to the County as it faces expenditure growth that
outweighs the growth of its limited revenue sources. The dynamics of individual revenue types
will be described in greater detail in the following paragraphs.

ACTUAL AND PROJECTED GROWTH:
MULTIPLE REVENUE SOURCES
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Based on factors of each component, the baseline budget projections anticipate a modest growth
in overall revenue of 1.7 percent in FY2006, reaching a high of 2.3 percent in FY2009 and
averaging 2.1 percent per year, compared to a growth of 3.9 percent in expenditures.
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Local Taxes. Other than aid for social services, the General Fund is predominantly dependent
on revenues from local taxes, which make up almost 51.6 percent of the $788.2 million FY2005
projected revenue. Of the 11 local taxes in this fund, Property Taxes make up 33.4 percent of
local tax revenue, and sales tax revenue make up 62.5 percent as shown in the chart below.

GENERAL FUND PROJECTED LOCAL TAX REVENUE

Four-Year
Percent of Average

Total Tax Annual

FY2005 Revenue Growth

Revenue From Real Property Taxes $135,969,466
Sales And Use Tax $130,797,034 32.1% 2.47%

q
1% Sales Tax Increase - Erie Co Purposes $123,391,407
$406,909,989

The largest component of local tax revenue in Erie County is local sales tax revenue. Since
1993, sales tax revenue growth peaked at 9.1 percent in 1999 due to favorable tax law changes,
but also saw declines as low as 1.8 percent the prior year. Total sales tax revenue has shown a
five-year average annual growth of 2.5 percent per year.

HISTORICAL SALES TAX REVENUE
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The County is projected to earn $130.8 million in FY2005 in local share tax revenue from the
state’s portion of sales taxes charged within the County. In addition, the County is enabled to
charge an additional 1.0 percent local sales tax for County purposes. This tax is projected to earn
$123.4 million in revenue in FY2005. Total sales tax revenue is projected to grow at the five-
year historic trend of 2.5 percent per year to reach $280.2 million in FY2009.

The next largest component of local tax revenue is Real Property Taxes. Until the current fiscal

year, the County Executive’s policy for property tax revenue was to hold the total combined
General Fund and Library Fund tax levy constant by adjusting the tax rate down to accommodate
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annual increases in assessed value. However, as of FY2005, the Executive has maintained that
the General Fund tax rate will instead be held constant to allow the levy to rise. This policy
change will realize additional property tax revenues in the General Fund as assessed property
values increase. Additionally, in FY2002 and FY2003 the County had allocated an increasing
share of the flat property tax levy to the library. However, the County also changed the policy
regarding funding to the library for FY2005 into the near future by reducing the tax rate to the
library by ten percent and, simultaneously, increasing the tax rate to the General Fund.

The County underwent property revaluation this year that will affect next year’s property tax
bills. The revaluation will cause a one-time increase in property value growth, with each of the
outyears realizing more modest natural growth in property values. The County’s property tax
collection and tax payment delinquency rates are expected to remain steady.

During the Plan period, property taxes are projected to grow 6.2 percent in FY2006, and 2.0
percent each year thereafter based on projected growth in property value.

GENERAL FUND PROPERTY TAX GROWTH RATES
FY2002 - FY2009
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Other property related local taxes are the payments in lieu of taxes and revenue from interest and
penalties on real property taxes. Payments in lieu of taxes, or PILOTSs, are payments made by
local property owners by agreement with the County. Since FY2002, PILOT revenue has
declined 4.5 percent per year primarily due to the expiration of PILOT agreements. This trend is
projected to continue through each of the plan years.

Interest and penalties revenue is realized when property owners elect to pay their property tax
bills past the due date. Interest and penalty fees are required to be paid in addition to the overdue
taxes. Because this revenue is based on property taxes, the projected natural growth of property
values of 2.0 percent per year is projected to apply to interest and penalties as well. Also
reflected in interest and penalties revenue are residual payments from tax liens sold through
agreement with Xspand. In FY2003 the County sold approximately seventy percent of its past
due property tax liability to Xspand, a company that specializes in collecting revenue from
municipal tax liens. In exchange for this sale, the County received a portion of the value of the
liens at the time of sale with residual revenue to be forwarded to the County as it is collected
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either from property owners or through foreclosure. The County is projected to begin realizing
$1.5 million in residual revenue beginning in FY2005, this revenue is also projected to grow 2.0
percent per year.

There are six other local tax revenues that contribute revenue to the General Fund. However,
those cumulative revenues account for just over 4.1 percent of the total tax revenue in the
General Fund and are expected to have varying growth and decline in the next five years based
on historical trends. The hotel occupancy tax is expected to show 6.8 percent growth in FY2005
based on increased tourism this year, with 3.0 percent annual growth projected in the outyears;
exemption removal revenue is projected to decline by 4.5 percent per year based on historical
trends; off-track pari-mutuel tax is projected to decline 14.5 percent per year based on historic
trends; mortgage tax is projected to grow 9.3 percent based on historic trends, while real estate
transfer tax is projected to remain steady based on varying historic growth and year-to-date
smaller collections. '

Fees, Fines and Charges. In addition to local taxes, the County collects a variety of fees and
fines that impact the General Fund, many of them collected through the public safety and judicial
systems. As a whole, these funds are expected to decline initially for FY2005, and then grow
moderately at an average annual rate of 2.1 percent based on historic trends.

State and Federal Aid. The second largest revenue source for the County is State and Federal
aid. Most of this funding is used for Medicaid and other social service related programs. The
small portion of State and Federal aid revenues outside of social service programs are projected
to hold steady.

State and Federal aid related to social service programs is generally intended to reimburse the
County for operating these programs. While the rate of reimbursement varies by program, the
rates of reimbursement are assumed to hold steady. Therefore, the state and federal aid dollars
projected to be received by the County are projected to grow at the same rate as program
expenditures. For FY2005 budgeted social service revenues are projected; in the out years
growth rate projections are calculated based on projected social service expenses. State and
Federal aid for social services not related to Medicaid is projected to grow 0.4 percent in
FY2006, and an average 4.0 percent per year thereafter. Medicaid State and Federal aid revenue
is projected separately as follows.

The Medicaid program is one of the largest cost centers for the County. The cost of this program
is shared by Erie County, the State of New York, and the federal government. However, the
County bears the cost of the program and the State and federal government provide their share
through State and Federal aid to the County. Because a large portion of this program is
reimbursed through State and Federal aid, this revenue is a correspondingly large portion of
revenue to the County in the General Fund. In FY2005, the State Comptroller’s office enacted a
cap to Medicaid local share costs of program expenses for Erie County that would set FY2005 as
the base year and limit growth in Medicaid expenditures each year going forward. As part of
that cap, which will be discussed further under the expenditure section of this chapter, there are a
few one-time effects on State aid revenue for Medicaid. The first is a one-time $8.2 million
increase in the Medicaid portion of State aid for Medicaid administrative costs for which the
State is reimbursing a larger portion under the cap. However, there is also a one-time $10.7
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million decline in State aid medical assistance dollars also due to the cap. The County is also
projected to realize an $8.0 million windfall from the shift in State aid from an accrual to cash
basis. State and Federal aid for medical assistance and the Medicaid portion of administrative
costs are projected to remain flat in each of the outyears.

STATE AND FEDERAL AID
FY2005 - FY2009
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All Other Sources. Other sources of revenue to the General Fund include rental income,
donated funds, and miscellaneous earnings that are projected at the FY2004 actual revenue levels
with no growth projected in the out years. Also, included in this category are community college
respreads — revenues received from other Counties for students who reside outside of Erie
County. Those dollars have grown historically at 13.4 percent per year, for which they are
projected in FY2005 and each year thereafter. There is also $6.1 million in revenue from the
ECMC and ‘the Erie County Home projected to grow 3.7 percent per year. Finally, interest
earnings are included here. Based on a cash flow analysis based on projected available funds
during the year, the County is projected to earn $1.4 million in interest in FY2005, growing to
$1.6 in FY2006 and leveling off at $1.5 million through the end of the Plan period.

Expenditures

Without corrective action, expenses will continue to outpace revenue growth in each Plan year.
As previously stated, the General Fund budget is dominated by social service and personnel
expenditures, which together make up 74.4 percent of the projected expenditures in FY2005.
While moderate annual growth is to be expected and some targeted spending reductions have
been implemented in the current fiscal year, the County’s expenditures have an average annual
growth rate of 3.9 percent, well beyond the rate of inflation projected to be 2.5 percent per year’.

3 Long-run average inflation forecast as of August, 2005; Survey of Professional Forecasters; Federal Reserve Bank
of Philadelphia.
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GENERAL FUND PROJECTED EXPENDITURES
FY2005 - FY2009

FY2005

FY2006

FY2007

FY2008

FY2009

Salaries and Wages $169,958,356 | $175,777,633 | $181,835557 | $187,825971 | $194,016,527
Other Compensation 19,095,112 10,832,143 20,398,731 21,201,740 21,785,822
Fringe Benefits 81,593,326 83,765,135 87,861,187 95300194 | 102,768,039
Non-Personal Services 177.859,961 | 182,558,320 | 186235600 | 191058954 | 196,037,540
Social Services Programs | 394,548,655 | 407,554,425 | 420856814 | 434190,801 | 448,045,572
Interfund Expense 45,990,811 65,459,802 68,710,294 68,998,377 68,889,905
ECMCC Sale Expenses 1,076,335 - - - -
gﬁt?;ﬁg{i‘gﬁe@ge””e 2,468,125 5,385,000 6,160,000 7,200,000 8,400,000
g‘:g;ts‘ab"'ty Authority 1,281,600 1,426,300 1,426,300 1,426,300 1,426,300

$1,007,202,338 $1,041,369,705

TOTAL EXPENDITURES  $893,872,280 $941,758,758 $973,484,483

Personal Services. One of the largest drivers of the expense growth is personal services costs,
which are projected to grow an average 4.2 percent in the next five years; far higher than
projected revenue growth even assuming the employee headcount remains at FY2005 levels.
Personal service costs for FY2005 are projected based on year-to-date actual payroll cost data
through pay period 16 of 26 periods per year. Salaries are expected to grow an average 3.4
percent per year, reflecting the following assumptions: annual average cost-of-living increases of
1.75 percent for all employees, except for CSEA represented employees in FY2006 which will
receive 2.0 percent increases as part of their contract agreement; an additional 1.75 percent
annual growth is projected for all represented employees for annual step increases; management
confidential employees are not projected to receive step increases because a majority of these
employees are either ineligible or have reached the top of their salary scale.

Another serious impact on personal services expenses is growth in health and retirement benefit
expenses. Due to the reduction in headcount this year and other changes to the plan, the County
expects health insurance costs for active and retired employees to increase 3.7 percent in
FY2006; each year thereafter an annual average of 14.2 percent per year is projected. Based on
New York State and Local Retirement System actuarial estimates, County pension contribution
rates will decline by 10 percent from FY2005 to FY2006. From FY2006 through FY2009 the
pension contribution rate is expected to hold at 11.0 percent of pensionable salaries. Therefore,
underlying growth in pension costs will result from increases in salaries. Also impacting County
pension costs are amortization payments that the County must make to repay the capitalization of
past pension costs. In FY2006, the County will begin making $1.5 million payments on the
amortized portion of the FY2004 pension liability; however, by FY2007 the County will have
repaid in full the amortized portion of the FY1989 pension liability and will realize a $2.2
million reduction in pension costs. By FY2009, health and retirement benefits are expected to
account for 14.6 percent of personnel costs, compared to the 11.2 percent they are projected for
FY2005, as shown in the charts below. The rapid growth of active employee and retiree benefit
expenses drive the increase in personnel costs and overall expenses for the County.
Additionally, any salary increases subsequently granted will drive additional growth in the cost
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of pension and other benefits provided by the County that are based on salary and wages. Lastly,
Workers’ Compensation costs have been growing an average 7.4 percent per year; this trend is
projected to continue in the out years.

PERSONNEL EXPENSES PERSONNEL EXPENSES
FY 2005 PROJECTED FY 2009 PROJECTED
$316.3 MILLION $387.5 MILLION
Workers Compensation
Other Compensation 29% Workers Compensation

Other Compensation
6.8%
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77%
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Health Insurance (Retirees)

23%

Health Insurance (Retirees) F=—

18% Salaries and Wages

Salaries and Wages 60.9%

62.8% Health Insurance (Active)

Health Insurance (Active) 23%

94%

Social Services. Next to personal services costs, the largest costs are for social service programs
— the most expensive of which is Medicaid. Unlike the prior two years growth of 11.3 percent
per year, the County has seen a reduction in Medicaid cost growth thus far this fiscal year. As a
result, the County’s local share expense for Medicaid is estimated to be $186.7 million by the
State Comptroller’s Division of Budget based on year-to-date actual expenses and other trends.
This cost will serve as the base year for the State Medicaid cap. As stated previously, the State
Comptroller implemented a cap on local share expenses for Medicaid programs for FY2006 and
each year thereafter. The local share expenses incurred in FY2005 will serve as a base for this
cap for which the rates of 3.5 percent in FY2006, 3.25 percent in FY2007, and 3.0 percent in
each year following have been set by statute. This cap applies to the MMIS-Medicaid Local
Share costs, but also affects other Medicaid related items in the General Fund as described in the
revenue section of this chapter.

Other social service program expenditures for FY2005 are based on the budgeted costs, and are
projected based on historic and current expenditure and caseload trends: Family Assistance is
projected to grow 5.0 percent per year from FY2006 through FY2009; Child Welfare — Foster
Care is projected to grow 4.25 percent through the Plan period; and Safety Net Assistance is
projected to grow 5.0 percent per year. Other program expenses, such as medical assistance
gross local payments and child care are projected to remain flat, while social service contracts for
third party providers is projected to decline in FY2006 when HSAC contracts are expected to
terminate; the remaining contracts are projected to hold flat through FY2009.
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SOCIAL SERVICE PROGRAMS
PROJECTED EXPENDITURES
FY2005 - FY2009
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Non-Personal Services.  Non-personal service costs in the General Fund include
interdepartmental billing costs, contractual expenses, equipment and supplies, and other program
and operational related expenses. Contractual expenses are 64.3 percent of projected FY2005
expenses — the largest component of this category. Included here are professional, service and
maintenance contracts such as janitorial services. Also included are programmatic contracts with
outside entities. An important component of contractual expenses is the subsidy to the ECMC as
required by the sale agreement. Included in the fiscal gap projections is the budgeted $19.0
million payment to the hospital for FY2005 and for each subsequent Plan years.
Interdepartmental billing is projected to stay flat through the Plan period, with a decline in
FY2006 due to the closure of the East Side Transfer Station. Other non-personal service costs,
including equipment and supplies, are projected to grow by an inflation rate’ of 2.5 percent per
year.

Interfund Expenses. The last major component of General Fund expenses are interfund
expenses, or transfers from the General Fund to other County funds. County share — grants
expenses are used to meet match requirements for County grants. This figure is projected to hold
flat. The transfer to the Erie Community College is a flat payment and is also projected to hold
flat. The Interdepartmental transfers to the Debt Service Fund are for department specific capital
projects and are paid from department budgets. These transfers follow the debt service schedules
for each department. Inter-fund expenses to the Utilities Fund are payments for utility services.
Based on five-year annual utility cost inflation®, utility costs, transfers, and other payments to the
Utilities Fund are projected to grow 3.7 percent per year.

4 Based on US Bureau of Labor and Statistics CPI , Gas (piped) and electricity; Size Class B/C (between 50,000 and
1,500,000); January 1999 — December 2005; <www.bls.gov>
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The County’s Debt Service Fund is completely supported by transfers from other operating funds
— primarily the General Fund and the Sewer District Funds. General Fund interfund debt service
expenses encompass the General Fund subsidy for principal and interest payments on general
obligation debt. This transfer is adjusted to meet any debt service costs not paid by other
sources. Therefore, the Debt Service Fund is projected to balance each Plan year. The County
currently has outstanding capital debt, as well as $57 million in previously authorized but
unfunded capital projects planned. The fiscal gap projections include payments of $44.1 million
to $48.7 million per year in existing debt service, with FY2005 payments additionally subsidized
by $12.9 million in tobacco bond proceeds. The County projects an additional $2.3 million to
$14.9 million in new money borrowing costs over the term of the Plan to capitalize $57.0 million
for previously authorized borrowings in the fall of FY2005, and $30.0 million in annual
borrowing in each of the next four years. Additional costs will affect the FY2006 through
FY2009 expenditure projections. Other than general obligation bonds, the County is anticipated
to require short-term cash flow borrowings annually. Those costs are projected to be $2.5
million in FY2005, and grow an average 12.0 percent per year to reach $8.4 million by FY2009.

Other Expenses. The County is also projected to incur one-time expenses of $1.1 million in
personal service costs in FY2005 due to the sale of ECMC. Further, the creation of the Erie
County Fiscal Stability Authority will begin to divert a portion of the County’s sales tax revenue,
beginning in FY2005, to support its staff and provide professional services in assisting the
County in its financial recovery. The Authority’s budget is projected to be $1.3 million in
FY2005, and $1.4 million per year from FY2006 through FY2009.

Risks to the County’s Fiscal Health

The Plan identifies a series of initiatives the implementation of which is necessary to eliminate
projected out-year budget deficits. To ensure long-term fiscal health, the County will continue to
identify and prevent potential risks to budgetary balance in all Funds. There are many risks
facing the County’s fiscal future. A number of them are described below.

* Erie County Medical Center. The current fiscal gap projections show a $19.1 million
subsidy to the Erie County Medical Center Corporation (“ECMCC”) to cover debt service
and other expenses which will not otherwise be covered by hospital revenues. This subsidy
level is the level budgeted in FY2005. However, there is a chance that ECMCC will request
more then this in FY 2007 and 2008. The potential impacts of ECMCC’s need for an
increased subsidy appear to hinge strongly on control of ECMCC’s labor costs. ECMCC’s
2006 Budget Overview describes three scenarios with respect to subsidy requirements. If a
hard freeze on wages and benefits is put in place in FY2007 and FY2008, the sensitivity
analysis shows a difference of $24.2 million between revenues and expenses for FY2006,
falling to $10.2 million in FY2007, and a surplus realized in FY2008. If moderate wage and
benefit increases are realized, ECMCC could achieve a positive margin by FY2009,
following operating deficits of $24.2 million in FY2006, $14.5 million in FY2007, and $5.8
million in FY2008. If historic wage and benefit trends continue, the sensitivity analysis
shows operating deficits of $24.2 million in FY2006, $20.7 million in FY2007, and $20.1
million in FY2008.°

’ The County Government’s legal counsel has reviewed and approved this document.
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The County is currently in litigation with the hospital corporation over what this subsidy
level is required to be, and the disagreement is about the interpretation of the terms of the
contract of sale. The hospital corporation contends that the agreement requires the County to
subsidize the hospital at a rate adequate to cover any budget deficit the hospital may realize.
The County, however, believes that its only obligation is to cover $5.6 to $7.6 million in
annual debt service costs incurred by ECMCC to finance the purchase of the hospital and
other assets. This case is scheduled to be ruled upon by the end of this calendar year, and the
decision is likely to significantly impact the General Fund by either increasing or decreasing
the required subsidy level to the hospital.

The Four-Year Plan assumes litigation will result in the County’s favor, reducing the base
case fiscal gap projection by $13.5 million. If the County loses and is obliged to pay the
operating subsidy, exposure to the County could have to pay the $13.5 million, $18.6 million
(based upon the ECMCC projection for FY2006 of $24.2 million less $5.6 million of debt
service the County already intends to pay), or another amount ultimately determined. In such
case, it can be expected that the planned FY2006 deficit borrowing will have to increase by
the amount of the subsidy, unless savings or revenues can be realized elsewhere.

= Sales Tax and Hotel Occupancy Tax. While the County reasonably expects these revenue
streams to continue to grow, the stability of this revenue is reliant upon the economic climate
in Erie County and the Western New York region. While the current fiscal year and prior
years have seen healthy growth in these revenues, past dips in the economy have resulted in
annual declines as well. Should tourism decline significantly or another external factor
adversely impact the local retail economy, these revenue streams have the potential to show
slower growth or decline in any given year in the future.

= Sunset of the Additional $0.25 Local Sales Tax. The County received authorization by the
State legislature to charge an additional $0.25 local sales tax effective July 1, 2005. And
while this new tax is projected to be much needed additional revenue, and is projected to be
extended upon renewal, the legislation permitting this additional tax sunsets on November 1,
2007. Should the extension of this tax fail, the County will need to identify an additional
$33.2 to $34.0 million in revenue per year to close the fiscal gap in the out years of the Plan.

= Employee Benefit Costs. The County has projected 11.6 percent average annual growth for
health benefit costs. Nationally, health benefit costs have seen double-digit growth for four
consecutive years®. Currently, health benefits costs are often estimated at 15 percent or more
per year, beyond the County’s estimates. Pension contribution costs, projected at an average
11.0 percent of salaries for each year, have also challenged public sector employers as they
struggle to meet the obligations to the growing retiree population. Pension contribution
levels depend on the performance of investments in the pension fund. While the County is
confident that the State’s actuarial assumptions are reliable, there remains a risk that pension
contribution requirements will rise unexpectedly due to market fluctuations and other factors.

6 The Kaiser Family Foundation and Health Research and Educational Trust, 2004 Employer Health Benefits Survey,
September, 2004.
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= Utility and Fuel Costs. In recent history, fuel and energy costs have fluctuated significantly.
While electric costs have maintained steady growth, the costs of natural gas and gasoline has
been sporadic at times. The Department of Public Works and their commodities buyers
monitor the market daily to make strategic purchase decisions to protect the County from
large swings in energy costs. However, sustained growth in energy costs or multiple market
spikes may cause unavoidable negative impact to the General Fund.

= Fund Balance Restoration/ Contingency. The fiscal gap projections do not include
restoration of General Fund balance. However, fund balance must be restored for the County
to maintain an investment grade credit rating and to ensure the County’s fiscal stability
should unplanned expenses or losses of revenue occur. The County aims to restore a
minimum General Fund balance equal to 5.0 percent of the County’s budget. However,
should fund balance not be restored and the General Fund face unexpected significant
increases in expenses or reductions in revenue, the County is at risk for serious consequences
not limited to loss of credit rating, cash flow strain or debt payment default.

= Staff/Service Restoration without Corresponding Revenues. From September 1, 2004,
through the end of August 2005, the County has laid off a reported 1,280 full-time
employees, of whom over 970 have not been rehired. Many County departments are
operating at minimal levels due to understaffing and some are not able to function
sufficiently. While some restoration of positions is to be expected — at least in those areas
where additional personnel costs are more than offset by revenues, savings, and internal
controls — this should be done only with an increase in recurring revenue or a separate offset
in expenses. There is a risk that the pressure to fill positions and restore service levels
beyond available resources will be too great to resist. If so, the General Fund will maintain
structural imbalance.

= Health Department. The State of New York has issued an audit exception over the use by
the county of revenue generated by public health laboratory testing fees and the early
intervention program. The county will contest the audit; however, approximately $6.0 is at
risk of recall by the State. 2
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Achieving ongoing structural budget balance generally involves incorporating management
initiatives to expand non-tax revenue and achieve savings. When facing a fiscal gap of over
$100 million, inevitably tax policy changes and cost recovery enhancements are an important
part of the resolving the County’s fiscal future. In 2004, property and sales taxes made up about
45 percent of the County’s General Fund revenue of $950 million. An additional 45 percent
came from intergovernmental aid from the State and Federal governments and the remaining ten
percent of revenue came largely from departmental cost recovery revenues.

As the table below indicates, in the past decade, sales tax revenues have grown by 34 percent.
Over the same period, there has been a 28 percent decline in property tax collections. As noted
by the State Comptroller in the June 2005 Budget Review Erie County, “the County has either
reduced or held constant its property tax rate in the past five years.” As a result, the County’s
revenue structure is increasingly dependent on sources largely outside of its control. To address
this, the County will restore the property tax rate by 17.4 percent in FY2006 to help align
ongoing expenditures and revenues. As the most stable revenue stream, the upward adjustment
of the property tax provides the most reliable alternative as the County works to improve its
fiscal health. There are also opportunities to implement new fees and to raise existing ones to
better recover the County’s costs for providing some services.

Erie County Revenue Trends from 1994-2004 (Dollars in Millions)

Percent
1994 2004 Change Change
Property Taxes $220.3 $157.9 ($62.4) -28%
Sales Taxes $201.7 $270.9 $69.2 34%
Intergovernmental $317.2 $416.5 $99.3 31%
Others $99.6 $104.4 $4.8 5%

$110.9

Sales Tax

The sales tax base and rate are determined by the State. The three percent rate limit for most counties has been
lifted, however, and today the median and most common sales tax rate is eight percent. The County levies the
maximum three percent sales tax allowed under the law. By agreement, the County receives 35.3 percent of these
sales tax revenues, with the balance distributed by formula to school districts, cities, and areas outside of cities.
Through State enabling legislation, the County has imposed an additional one percent tax for County purposes only.
Now, the additional tax is 1.25 percent. Effective June 1, 2005, the State sales tax rate fell from 4.25 percent to 4.0
percent and the County raised its rate by an additional 0.25 percent effective July 1, 2005, making the County sales
tax 8.25 percent. Of that, the County now receives effectively 2.31 percent (3.53 X 3 percent + 1.25 percent), some
of which goes to transportation. Prior to July 1, 2005, the County received effectively 2.06 percent. General fund tax
revenue, from the County Comptroller, is shown below.
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General Fund Sales Tax Revenue, 1996 - 2004
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As shown in the following table, the growth in the sales tax compared to inflation indicates that
changes in sales tax revenue are erratic, and surges and declines are unrelated to movements of
prices and the cost of living. This makes accurate budget forecasting difficult (revenues
information was provided by the Comptroller and inflation is US CPI-U).

Growth in Erie County Sales Tax Revenues Compared to Inflation, 1997 — 2004
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Sales tax policy is generally dominated by issues of erosion and expansion of the tax base, the
liability for businesses due to taxes on inputs, fairness for low income households, and cross-
border shopping in response to differential rates. The latter is within the purview of local
government and can be a major issue of concern. For Erie County this does not appear to be a
problem, however. Erie County’s sales tax base — at $10.9 billion in 2002 — is easily the largest
upstate (besting Monroe/Rochester by about 25 percent) and dwarfs the bordering counties.
Major local shopping centers are suburban and within the county boundaries. If there is
significant cross-border shopping within New York State, it is likely to benefit Erie County.
Further, Canadian cross-border shopping is largely a function of exchange rate fluctuations,
which are outside of State and County policy reach. The table which follows provides the most
current information for comparable urban counties as well as the bordering counties.

Comparative Sales Tax Bases and Rates

Taxable Sales 3/01-

Counties Rate as of 7/1/05 2/02 (in billions)
Erie 8.25% $10.9
Upstate
Albany 8.0% $4.8
Monroe 8.0% $8.6
Onondaga 8.0% $6.0
Oneida 9.50% $2.2
Downstate
Nassau * 8.63% $19.3
Suffolk * 8.63% $20.0
Westchester * 7.375-8.375% $14.4
New York City * 8.38% $80.7
Bordering
Chautauqua 8.25% $1.2
Cattaraugus 8.0% $0.8
Genesee 8.0% $0.6
Niagara 8.0% $2.1
Wyoming 8.0% $0.3
*Rates include .375% imposed for Metropolitan Transportation.
Sources: NYS Dept. of Taxation & Finance, Publication 718, 6/05.
Bases (Taxable Sales & Purchases) are latest data and preliminary.

In this period of fiscal stress, the County has not developed a consistent policy toward raising the
sales tax rate. Originally it requested and received from the State legislature in January 2005 the
authority for a one percentage point sales tax increase. The State required the County to adopt
local legislation to implement the increase, which failed to receive the required two-thirds
support of the County legislature. Once the State’s additional one-quarter percentage point rate
expired on June 1, 2005, the County did implement an additional local one-quarter percentage
point increase effective July 1, 2005. The State Comptroller estimated that the original extra one
percentage point would have generated $120 million and the new one-quarter percentage point is
forecast to add about $30 million in new revenue.
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The Real Property Tax

Virtually every level of local government — the County, cities, towns, special districts, villages
and school districts — imposes a real property tax. The property tax offers the ability to collect
whatever revenue the County requires. Once the tax base is valued, the rates are set to yield the
projected revenue. Note that there may be a difference between the levy and revenues, which
would likely be reserves against non-payment.

The following table shows the falling share of total County revenue from the property tax.
Where property taxes provided about one of every four dollars in 1994, property taxes in 2005
have fallen to the point of providing less than one out of five.

Shares of General Fund Revenue, 1994 and 2004

General Fund Revenues, 1994 General Fund Revenues, 2004
Real Others Real
Others, Property 1% Property

Taxes
17%

99.6 Taxes,

220.3

Inter-

Inter- govern-
mental
govern- Sales 43% Sales
tal °
mental, Taxes, Taxes
317.2 2017 29%

The County’s 2005 levy raises $136 million, from a valuation base of $28.3 billion according to
data from the Director of Real Property Tax Services. Unlike prior years, the 2005 levy grew
from 2004 by the amount of the growth in assessed valuation.

The total property tax levy for all governments in Erie County grew steadily in the late 1990’s,
reaching a peak of $494 million in 1998. However, by 2003 the levy, at $447 million, was lower
than a decade earlier. During the same period, the County’s revenue rose to a peak of $226
million in 1998. It has since declined to $152 million, in each of the years from 2001 to 2003.!
The percentage of all property taxes uncollected rose to a high of 5.4 percent in 1998, but has
declined steadily to 3.4 percent in 2003.2

' The numbers are from the 2003 CAFR. But, there are slight differences in the published data for county-wide
property tax collections. The Erie County GO Bond Offering $79.7M from Aug. 5, 2004 puts the property levy for
county purposes at a constant $159M for the past four years, down from $188M in 2000.

2 Erie County GO Bond Offering $79.7M from Aug. 5, 2004.
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The 2006 assessed valuation is now finalized at $30 billion. If the levy were to remain constant
at $136 million, tax rates and tax bills would fall as the base has grown. And, if the tax rates
were to remain constant, the levy would grow by about $4 million. A useful “rule-of-thumb” is
that raising $10 million in levy requires $254 on the average county-wide rate based on the full
value average for a $100,000 house. The impact on taxpayers would vary from location to
location, and it would be partially offset to individual homeowners by federal deductibility.

In 2000 and 2001, Erie County lowered its property tax rate from $7.09 to $4.62 (per $1,000 of
full value), a 35 percent reduction. A recent analysis by the State Comptroller found that
Onondaga and Monroe counties have significantly higher property tax levies than Erie. While
the real property tax bases in the upstate counties of Erie, Onondaga, and Monroe have all
remained relatively flat since 1994, the other two counties continue to levy higher real property
tax rates. The State Comptroller characterized Erie County’s rates as “markedly lower” than the
other two counties in the Budget Review.

It is important to note that while local governments assess the value and collect the revenue, the
County is generally responsible for uncollected taxes (with the exception of city property taxes):

Total Property Tax Levy & County-Wide Tax Collection, 1994 - 2003°
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In 2003, the median taxpayer in Buffalo with an income of $24,536 and house value of $59,300
paid total property tax of $1,754 and sales tax of $383, effectively 8.7 percent of income. In the
rest of the County, the average equalized combined property tax rate is marginally lower than in
the City. Higher home values in the rest of the County result in higher property tax payments,

® Erie County 2003 CAFR
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and higher incomes mean higher sales tax payments. However, these taxpayers have different
incomes and, thus, different ability to pay. The median taxpayer outside of Buffalo is paying 8.5
percent of income in county/local taxes, marginally less than the 8.7 percent of income being
paid by the median taxpayer in Buffalo.

The following table provides a measure of the impact of the County’s two large taxes on the
“typical” resident. It presents the combined property and sales tax burden for the “median”
(50th percentile) taxpayer in Buffalo and elsewhere in Erie County compared to income.
“Elsewhere in Erie County” is a hypothetical represented by the average (combined tax payment
and equalized rate) when Buffalo is excluded. A number of locations closely match the average.
It also compares these tax burdens to those in Rochester (Monroe County) and Syracuse
(Onondaga County) and in several comparably sized U.S. cities in 2003.*

Tax Rates on the Typical Resident for Selected Cities

Total
Property Income
Tax Rate Median Tax

Per Median  Property  Median Median Payment Median Median  Median
School  $1,000 House Tax Household Sales Tax Median Auto Tax Tax Effective
County City District 2003 Value Payment Income Payment Income Payment Payment Tax Rate

$2,137

$59,300 $24,536

$90,800 $38,567 $603 N/A N/A $3,265 8.5%
Rochester  |NY . . 38.25 $61,300 $2,345 | $27,123 $443 N/A N/A $2,788 10.2%
Syracuse NY|] 12.84 6.56 15.34 34.74 $68,000 $2,362 | $25,000 $425 N/A N/A $2,787 11.1%
Newark NJ 29.6 $119,000 | $3,522 | $26,913 $349 $242 $196 $4,309 16.0%
Providence |RI 38.8 $101,500 | $3,938 | $26,867 $377 $0 $283 $4,598 17.1%
Louisville |KY 12.1 $82,300 $996 $28,843 $403 $1,500 $213 $3,112 10.8%
Birmingham |AL 7 $62,100 $435 $26,735 $479 $1,123 $225 $2,261 8.5%
Des Moines |IA 21.7 $81,100 $1,760 | $38,408 $613 $615 $459 $3,447 9.0%
Wichita KS 13.1 $78,900 $1,034 | $39,939 $650 $959 $542 $3,184 8.0%

* Erie County excluding Buffalo is equalized, full value.

Sources: Erie County fom State Comptrolier http://www.osc.state.ny.us/localgov/muni/orptbook/2003Table2.pdf
Others from Chief Financial Officer, District of Columbia, Tax Rates and Tax Burdens in the District of Columbia, a Nationwide Comparison.

Cost Recovery

The long-term fiscal stability of the County requires increasing recurring revenues. Fees which
the County charges are an important way to recover some of the costs of County Government. In
some instances, the State requires, as a condition of State aid, that fees are comparable to the cost
of providing services. The County should identify and develop as many other sources of revenue
as possible, particularly those under its control.

The first step in augmenting the County’s non-tax revenue sources is to identify them. The
County has no single, comprehensive inventory of its revenue sources and this makes analyzing,

* The examples and methodology are taken from the annual comparison study performed by the District of Columbia,
which has become a standard reference. That study, prepared under federal mandate, calculates and compares the
tax burden for residents of various income levels in the largest city in each state. See Chief Financial Officer, District
of Columbia, Tax Rates and Tax Burdens in the District of Columbia — a Nationwide Comparison, 2003, issued
August 2004.
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tracking, and increasing them difficult. The County can take steps to incrementally improve its
management of its non-tax revenues, and carry out a plan to gradually increase them. Such steps
include:

* Centralizing and assigning responsibility for the maintenance of the inventory and for
analysis, reporting, and developing revenue increase strategies;

* Identifying and deploying the resources necessary to complete the data collection process;

* Developing systems and tools for collecting data on an ongoing basis, and providing
adequate training in departments; and

* Developing a rationale and routine for systematic fee and fine increases, where appropriate.

There are new fees and fee increases proposed as part of the Plan. However, this is only a first
step to what should become an ongoing process. Fees must be continually reviewed and
increased to keep pact with inflation, charges by other comparable units of government, and with
the cost of providing services. There are three methodologies for reviewing and increasing non-
tax revenues:

= Inflation-based Analysis would calculate what rates and revenues would be now if rates
were adjusted to keep pace with inflation since the last rate change. This analysis would
assume that the last rate applied was appropriate at that time, and rely on detailed revenue
data to be accurate.

= Comparability Analysis assumes that, in the “marketplace” of government fees, fee levels
are likely to be acceptable if similar to rates charged by other jurisdictions.

» Cost-of-service Analysis quantifies the cost to the County of providing a service and
presents a rationale for setting fees to recover costs.

The County needs to adopt a routine of regularly monitoring, reviewing, and updating its non-tax
revenues. Better data control will allow the County to be more systematic in planning and
executing fee and fine increases, and will improve the data supporting increase proposals.
Ultimately, based on accumulated data, the County may be able to develop a regular schedule of
planned increases for all fees and fines. The better planned or the more regular increase
proposals are, the more easily they can be justified and the more they can contribute to multi-
year financial planning. To the extent that proposals to increase fees and fines can become
regular and predictable, and can form sensible and manageable packages, they may become more
palatable to the legislatures of both the County and the State.

Recommendations for fee increases are presented below and described in more detail in the
departmental initiatives.
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Sample Cost Recovery Initiatives

FY2006

FY2007

FY2008

FY2009

Name of Initiative Department Impact Impact Impact Impact Total Impact
Increase Green Fees for
County Golf Courses Parks $329,000 $336,000 $343,000 $350,000 $1,358,000
Increase Camping Fees Parks $13,000 $13,000 $13,000 $14,000 $53,000
Institute Boat Launch Fee Parks $25,000 $26,000 $26,000 $27,000 $104,000
Establish Supervision Fee for | Probation/Youth
Probationers Detention $252,000 $257,000 $262,000 $268,000 $1,039,000
Institute Fee for Probationer | Probation/Youth
Testing Detention $31,000 $32,000 $32,000 $33,000 $128,000
Establish Pre-Sentence Probation/Youth
Investigation Fee Detention $150,000 $306,000 $312,000 $319,000 $1,087,000
Implement an Electronic Probation/Youth
Monitoring Fee Detention $29,000 $29,000 $30,000 $31,000 $119,000
Increase DWI Supervision Probation/Youth
Fee Detention $70,000 $72,000 $73,000 $75,000 $290,000
Implement Custody and Probation/Youth
Visitation Investigations Fee Detention $4,000 $4,000 $4,000 $4,000 $16,000
Restore one Front-line
Personnel Department
Position to Ensure
Appropriate Service, Personnel -$28,000 -$5,000 -$31,000 -$36,000 -$100,000
Supported by Increased
Exam fees(Fees only)
Increase Pistol Permits to
Comparable Rate Clerk $38,000 $38,000 $38,000 $38,000 $152,000
Increase of Motor Vehicle Clerk $800,000 | $820,000 | $830,000 | $840,000 | $3,290,000
Increase Revenue by
Increasing Inspection and Health $1,468,000 | $1,505,000 | $1,543,000 | $1,582,000 | $6,098,000
Other Fees
Institure 911 Wireless Phone Central Police
Surcharge of $0.30 Services $830,000 $1,229,000 | $1,351,000 | $1,474,000 $4,884,000
Criminal History Record "
Information: Home Health | CentralPolice | g5 g9 $21,000 $22,000 $23,000 $86,000
Care ervices
Criminal History Record Central Police
Information: Landlords Services $6,000 $6,000 $6,000 $7,000 $25,000
Charge Local Developers for Environment
239 Reviews and Planning $40,000 $41,000 $42,000 $43,000 $166,000

$4,237,000

$5,093,000

$5,266,000

$5,468,000

$20,064,000
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158. Raise Property Taxes by 17.4 Percent in FY2006

Dept: Rev/Exp/Productivity: Revenue
Division/Bureau: Fiscal Impact To FY09: $101,630,000
Required Approval: County

In 2000 and 2001, Erie County lowered its property tax rate from $7.09 to $4.62 (per $1,000 of
full value), a 35 percent reduction. This reduction has helped contribute to a structural
imbalance between revenues and expenditures that resulted in layoffs over the past year. While
maintaining low tax rates is an important goal, Erie County has the ability to increase property
tax rates and should do so. Without raising the tax rate, the County risks its ability to provide
basic services to County residents.

This Plan makes many recommendations achieve expenditure reductions. However, these
initiatives are only part of a long-term solution. A 17.4% property tax increase balances the need
to raise regular, sustainable revenues while working to achieve expenditure savings in the
County’s appropriated budget.

The real property tax is the mainstay of American local government finance and in New York is
completely within local control. Local assessors determine the value of the tax base and the
local legislature determines the rate at budget adoption as the final item achieving balance. This
provides predictability and dependability in budgeting. Property tax revenues bring inherent
stability, stemming from the permanence of land and many structures, the annual valuation
process, and the difference between cycles in the property market cycle and the rest of the
economy. Further, property tax liability is fully deductible from federal taxation, for individuals
and businesses.

Erie County’s decreased reliance on the real property tax for general revenue has occurred along
with “multiple years of structurally unbalanced budgets, chronic use of one-shot funding
sources...and increased reliance on debt,” according to the State Comptroller.” His analysis,
however, demonstrates that there is room to restore the real property tax to its prior role.

Raising the property tax rate will provide additional revenues of $24.9 million in FY2006,
expanding to $25.3 million in FY2007, $25.5 million in FY2008 and $25.9 million in FY2009.

Discounted Fiscal Impact

FY2005 FY2006 FY2007 FY2008 FY2009
Discount % 0% 0% 0% 0% 0%
Fiscal Impact $0 $24,919,000 | $25,322,000 | $25,515,000 | $25,874,000
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158. Raise the Sales Tax by One-half Percent for FY2006 through FY2009

Dept: Rev/Exp/Productivity: Revenue
Division/Bureau: Fiscal Impact To FY09: $ 262,370,000
Required Approval: State

While considering the FY2005-2009 Four Year Financial Plan, the Erie County Legislature
voted 8-7 for a revision to the plan submitted by the County Executive and included a one-half
percent increase in the sales tax as part of its plan to raise additional revenue. This would
require a 10 vote supermajority and the approval of the State of New York.

Discounted Fiscal Impact

FY2005 FY2006 FY2007 FY2008 FY2009
Discount % 0% 0% 0% 0% 0%
Fiscal Impact $0 $63,216,000 | $64,775,000 | $66,372,000 | $68,007,593

Typically, sales tax increases are implemented at the beginning of a tax quarter and require 90
days notice to remitters. However, there have been instances where these requirements have
been waived or the time period reduced. It would also, of course, require the approval of the
New York State Legislature and the Governor. If the State and County actions necessary to
implement the one-half percent increase in the sales tax are not finalized by the time the 2006
County Budget is adopted by the County Legislature, the revenue attributable to such increase
will not be recognized by the County Executive in determining the final 2006 County Budget
and the County Charter provides for the 2006 real property tax levy to increase by an equal
amount.
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WORKFORCE

One of the largest expenditure categories for Erie County is employee wages and benefits,
totaling nearly one-third of overall General Fund expenditures — or $189 million — in FY2005
(projected). Like most governments, the County is a labor-intensive enterprise, requiring trained
and quality workers to maintain parks and roadways, to administer the criminal justice system, to
safeguard public health, and to deliver the many other important services of the County
Government effectively. This Multi-Year Financial Plan recognizes and respects this critical
role of public employees, and has sought both to minimize individual sacrifices and to maintain a
competitive overall County compensation package going forward. At the same time, given the
major impact of workforce expenditures as a share of the overall County budget, this Plan must
take personnel costs into account.

2005 Projected Expenditures

Fringe
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. 9.1%
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Further, despite moderate across-the-board wage increases in recent years and significant
reductions in the size of the County workforce, growth in personnel costs per employee continue
to generate significant pressures on the budget going forward. Absent corrective action, health
benefit costs for active employees are forecast to grow at double digit rates each year, well in
excess of growth in the County revenue base. Further, retiree medical costs are increasing at an
even faster pace due to a growing number of retirees and the higher utilization and cost of
medical care for this cohort, while the New York State Comptroller estimates that County
pension employer contribution rates across the Plan period will remain well above the levels of
just a few years ago. A sustainable workforce cost structure has not yet been established.

To achieve recovery despite slow growth in the underlying revenue base, the County must
contain its workforce spending, consistent with the following major themes:
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Minimizing the size of the overall workforce wherever excessive staffing levels, new
productivity gains, and refocused programmatic priorities present opportunities for enhanced
efficiency;

Moderating wage increases to account for financial constraints;

Restructuring the County’s health benefits plan to contain skyrocketing costs while
continuing to provide quality coverage;

Capturing other opportunities to contain workforce costs without eroding core wages and
benefits — such as reducing high leave usage that drives unnecessary overtime;

Improving flexibility in job assignments, use of alternative resources, and other work
practices important toward achieving efficient service delivery; and,

Beginning to address the long-term cost pressures associated with pensions and post-
retirement health benefits.

In addressing these critical issues, it is important to recognize that more than nine out of ten County
workers are unionized. The following chart details the allocation of full-time employees' by group as

of September 1, 2005.
Employee Covered Positions No. of Employees No. of Employees Contract
Group General Fund All Funds Term
Professional, technical,
CSEA corrections, 2,250 3,645 1/1/04-12/31/06
administrative, clerical
AFSCME Labor and Trades 358 1,357 1/1/04-12/31/04
Holding Center, Court
poamsters, Local | pyvision Deputy Sheriff 532 532 1/1/04-12/31/04
Officers and Civilians
. Road Patrol Deputy
Sheriffs PBA Sheriffs 139 139 1/103-12/31/04
Librarians . .
Association Librarians 3 90 1/1/04-12/31/04
New York State .
Nurses ASSOC. Registered Nurses 35 646 1/1/04-12/31/04
Executive, Management, 321 N/A

Non-Represented Confidential 246
Total N/A 3,563 6,730 N/A

Given this highly unionized environment, the challenge of controlling the cost and managing the
effectiveness of the County workforce can only be addressed through contract negotiations and

' Erie County Community College Faculty and Administrator bargaining units not shown.
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effective labor management relations, combined with consistent cost containment measures for non-
represented employees.

Again, given the labor-intensive nature of the public sector, Erie County’s circumstances are not
unique. In multiple other cases of municipal distress, personnel cost containment has been
central to recovery — for example:

*= In 1992, the City and County of Philadelphia, PA reached labor agreements through both
negotiations and police/firefighter arbitrations that included a two-year wage freeze,
elimination of 4 holidays (from 14 to 10), $6,000 (20 percent) reductions in police and fire
starting pay, lower employer health benefit contributions, restructured longevity pay,
civilianization of 169 sworn police positions, comprehensive work rule reforms, and
disability and sick leave benefit restructuring.

* During its 1995 fiscal crisis, the District of Columbia imposed multiple compensation
changes including 6 percent wage cuts in the middle of a negotiated contract term and 12
unpaid furlough days over a two-year period.

* In Nassau County’s recovery, the total size of the workforce was reduced by over 900
positions from January 1, 2002 to January 1, 2005, while significant changes in
compensation were negotiated, including reductions in the formula for police overtime,
holiday pay, shift differential, and termination pay, along with lower starting pay and
elimination of a paid holiday.

= Fiscal recovery efforts for Pittsburgh, PA in 2004 included a two-year wage and step freeze,
introduction of a 15 percent employee contribution toward healthcare premiums with
significant plan redesign, elimination or retiree medical coverage for future hires, frozen
longevity pay (and elimination for new hires), reduced vacation and holiday leave, and
increased management flexibility for staffing, assignments, and subcontracting.

While such workforce changes can be difficult in the short run, long-term spending must become
aligned with revenue growth. Without a fiscally stable local government, future labor
negotiations will always be about how to divide a shrinking pie.

Further, given the recent difficult cost pressures generated by health and retirement benefits, as
well as post-recession revenue weakness, even governments not undergoing severe fiscal crisis
have been led to negotiate relatively modest agreements to manage against budgetary strain.
Within New York, for example, settlements reached in 2004 with over 70,000 State CSEA
workers and 121,000 New York City AFSCME workers both featured no increases to base
wages in the first year (lump sums only) and modest increases thereafter.

As shown in the following outline, the wage and benefits package for Erie County now features

multiple opportunities for cost containment via adjustment and restraint that will still leave
County employees with competitive, quality, total compensation.
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Workforce Size

There was a net change of 1,130 fulltime employees over the past 12 months, with reductions
seen in almost every business area. Likewise, as shown in the following chart, part-time and

regular part-time positions have also been sharply cut.

004

Workforce

Business Area FT PT RPT FT PT RPT
BEC Public Library 291 396 11 233 320 17
Board of Elections 60 29 5 36 21 1
[Budget, Mgmt & Finance 37 5 20 1
Bureau of Fleet Services 10
Bureau of Purchase 12 6
Central Police Services 81 17 1 70 16
Commission on Status of Women 3 1
Comptroller 51 31
County Attorney - Dept of Law 36 3 4 23 1 2
County Clerk 117 66 91 1
County Executive Department 21 2 2 12 1 1
Department of Social Services 1,634 36 2 1,418 15
Dept of Mental Health 41 1 34 1
Dept of Public Works 190 32 12 136 10
District Attorney 169 1 141 1
Emergency Services 14 36 10 23
Environment & Planning Division 51 1 3 33 2
Equal Employment Opportunity 5 2
Erie County Home 509 5 75 495 2 70
Erie County Medical Center 1,948 209 220 1,869 154 202
Health 456 41 35 331 11 27
Highways (DPW) 253 153
Information & Support Services 81 10 2 54 9 2
Jail Management 748 23 4 718 3 1
Labor Relations 1 2 1 1
Legislative Branch 65 15 12 30 1 13
Office of the Sheriff 233 36 171 5
Office of Veterans' Services 4 1 2 1
Parks 166 20 124 16
Personnel 34 21 1
Probation/Youth Detention 230 28 6 175 15 7
Senior Services 105 15 87 16
Sewer District - 2 32 1 1 33 1
Sewer District - 3 / Southtown 60 1 60 1
Sewer District - 6 30 28
Sewer Districts - 1,4,5 36 35
Sewer Management 45 1 45
Utilities Fund (DPW 1 1

7,860 1,031
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The majority of this workforce reduction has occurred in the General Fund, as detailed in the
following chart.

BusinessArea .. . . . } FT. |} PT-'| RPT |} FT PT RPT

BEC Public Library 5

Board of Elections 60 29 5 36 21 1
Budget, Mgmt & Finance 37 5 20 1

Bureau of Fleet Services 10

Bureau of Purchase 12 6

Central Police Services 66 17 1 56 10
Commission on Status of Women 3 1

Comptroller 51 31

County Attorney - Dept of Law 36 3 4 23 1 2
County Clerk 117 66 91 1

County Executive Department 19 2 2 10 1 1
Department of Social Services 1,618 36 2 1,398 15

Dept of Mental Health 41 1 33 1
Dept of Public Works 189 32 12 136 10
District Attorney 135 1 109 1
Emergency Services 13 31 9 1
Environment & Planning Divis'n 31 1 2 14 1
Equal Employment Opportunity 5 2

Erie County Home 31 5
Erie County Medical Center 38 3 7
Health 333 37 25 213 7 14
Highways (DPW) 7

Information & Support Services 62 9 1 47 9 1
Jail Management 748 23 4 718 3 1
Labor Relations 1 2 1 1
Legislative Branch 65 15 12 30 1 13
Office of the Sheriff 233 33 171 4

Office of Veterans' Services ' 4 1 2 1

Parks 164 20 124 16
Personnel 34 21 1
Probation/Youth Detention 204 27 5 150 15 7
Senior Services 44 5 27 6

Sewer District - 2 2

Sewer District - 3 / Southtown

Sewer District - 6 1

Sewer Districts - 1,4,5

Sewer Management

Utilities Fund (DPW

395 118

Taking a longer-term view, the County has generally been reducing headcount for at least the
past decade.

Within any large organization, there are always opportunities to become even more efficient, to
consider increased use of outside service providers, and to rethink lines of business. Erie County
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is no exception, and this Plan includes multiple initiatives that would further reduce staffing
pressures in certain operations. Still, with over 1,100 full-time positions eliminated over the last
12 months, the focus now turns to the costs of per employee compensation, as further outlined in
many of the workforce initiatives to follow.

To successfully implement the following initiatives, virtually every County department will be
required to take an even more active role in workforce management. Leadership must be driven
by the Office of the County Executive, Office of the County Attorney, Department of Labor
Relations, and Department of Personnel, and several additional workforce-related initiatives may
be found in these departmental chapters. Of particular note, workers’ compensation issues are
addressed in the County Attorney chapter, co-location of personnel functions with labor relations
is outlined in the Department of Labor Relations chapter, and initiatives to improve attendance
monitoring, to maximize federal Medicare Part D reimbursement for retiree prescription drug
benefits, to improve civil service examination processing and revenue generation, and to
strengthen employee training are all detailed in the Department of Personnel chapter of this Plan.

Workforce Initiatives

46. Restructure Managerial Confidential Employee Compensation Package

Dept: All Rev/Sav/Productivity: Savings
Division/Bureau: All Fiscal Impact To FY09: $1,675,000
Required Approval: County

When difficult workforce changes are necessary, it is important for management to lead the way.
Accordingly, in August 2005, the Administration proposed a series of changes to the
compensation structure for Managerial Confidential employees intended both to achieve near-
term savings and to begin the process of establishing a more affordable County compensation
program overall. These proposed changes include:

* Active Managerial Confidential employees will begin to contribute toward the monthly
premium cost of health insurance, beginning at 10 percent on January 1, 2006 and increasing
to 15 percent on January 1, 2007 (exempting JG 10 or lower Managerial Confidential non-
exempt from the Fair Labor Standards Act).

= Retiring Managerial Confidential employees will contribute 15 percent toward the cost of the
monthly premium for their health insurance effective January 1, 2006, and Managerial
Confidential employees newly hired on or after January 1, 2006, who subsequently retire,
will be required to contribute 50 percent toward the cost of retiree health insurance

» The sick leave program for Managerial Confidential employees will be restructured effective
January 1, 2006 to eliminate eligibility for extended sick leave with pay, create “Catastrophic
Illness Banks”, and modify the sick leave bonus to apply only to employees who charge 8
hours or less of sick leave in a calendar year

* Reduced Summer Hours will be eliminated. Currently, all County employees work reduced
hours between July 1* and the second Monday in September. With a typical schedule, this
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means a 9-5 workday (including a one-hour paid lunch and two paid 15 minute breaks)
becomes a 9-4:30 workday — just six working hours once breaks are factored out.

According to the County Personnel Department, savings for active Managerial Confidential
employees from a 10 percent premium contribution are estimated at just over $385,000 for
FY2006 across the entire multi-employer benefits coalition which the County participates. In
turn, the Personnel Department estimates that approximately 70 percent of this total, or
$269,500, would be due to the General Fund. Applying a 15 percent contribution against
escalating costs for 2007 and beyond, annual savings would be projected to grow to over
$600,000 by 2009.

While the introduction of retiree healthcare contributions is important to reducing the County’s
long-term liabilities, the near-term impact will phase in slowly as retirements take place under
the current pay-as-you-go approach to these benefits. Assuming 20 new Managerial
Confidential eligible retirees per year beginning in FY2006, with using a blended rate for retiree
medical coverage, savings would be estimated to start at over $17,000 in FY2006 (estimated
annual premium of $11,434 multiplied by 15 percent, discounted by 50 percent to reflect
occurrence of retirements throughout the calendar year). In subsequent fiscal years, savings will
increase sharply as additional cohorts retire, rising to more than $175,000 by FY2009.

While sick leave changes and reduced summer hours are anticipated to improve productivity, no
direct savings are quantified given that most Managerial Confidential positions do not generate
overtime.

Summary of Savings
(Before Discounting)

FY2005 FY2006 FY2007 FY2008 FY2009

Active Employee '

Health Benefits $0 $269,500 $461,330 $532,052 $602,017
Retiree Medical

Benefits $0 $17,177 $58,808 $113,040 $179,066
Sick Leave reforms $0 cQ cQ cQ cQ
Summer Hour

Elimination $0 cQ cQ cQ cQ

Total Savings $286,677 $520,138 $645,092 $779,083

Because pending County legislation to enact these changes would not take effect until January 1,
2006, no savings are forecast in FY2005. It is assumed that savings would begin to be realized
in FY2006. A 25 percent discount is applied as both a general conservatism factor and to reflect
the potential loss of certain grant and reimbursement revenues relative to baseline assumptions.

Discounted Fiscal Impact

Discount % 100% 25% 25% 25% 25%
Fiscal Impact $0 $215,000 $390,000 $484,000 $586,000
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37. Achieve Target Savings From Collective Bargaining

Dept: All Rev/Sav/Productivity: Savings
Division/Bureau: All Fiscal Impact To FY09: $61,020,000
Required Approval: Union

Partnership with the County’s employee unions is critical to achieving sustainable fiscal
recovery, and significant changes in compensation costs will be required. With much of the
good faith collective bargaining process yet ahead, however, it would be premature to set forth
precisely which changes may ultimately result from labor negotiations. Accordingly, the County
will seek to work with the appropriate employee unions to reach the overall savings targets cited
below, representing meaningful participation in fiscal recovery.

Negotiation Savings Targets
FY2005 FY2006 FY2007 FY2008 FY2009

$3,600,000 | $12,330,000 | $19,080,000 | $26,010,000

At the same time, the County believes it is important to demonstrate that the negotiation targets
above are credible and achievable without compromising its ability to recruit and retain qualified
personnel. Accordingly, a “menu” of quantified savings options is summarized below that totals
well in excess of the minimum savings targets. Through the bargaining process, the County will
work with its unions to determine which negotiation savings areas and options will best meet the
interests of both employees and the taxpayers. As long as Erie’s fiscal imperatives are
recognized and addressed, the County will work flexibly to maintain an attractive and
competitive compensation package.

In evaluating the menu to follow, it is also important to note that this Plan’s aggregate
negotiation targets represent savings relative to the County’s Multi-Year Plan baseline. Wage
freezes and other changes with lower costs than the baseline assumptions will, therefore, be
counted toward this target as savings. At the same time, however, any wage increases or positive
new benefits negotiated over and above the baseline assumptions will need to be funded by
additional savings above these targets.

= Introduce cost-sharing for active employee healthcare premiums. According to the
Bureau of Labor Statistics, 88 percent of U.S. private sector workers covered by employer-
sponsored medical plans contributed toward the premium cost of family coverage in 2005
and 76 percent contributed toward individual coverage. In the U.S. public sector, according
to a 2005 survey by Workplace Economics, 44 of 50 state governments now require
employee contributions for basic family coverage, and more than two-thirds require
contributions for single coverage. For example, State of New York employees contribute 10
percent of the cost for single coverage, and 25 percent of the incremental cost for any
dependent coverage.

In contrast, Erie County employees currently receive 100 percent employer-funded coverage

for a generous Core health benefits plan [employees opting for a more affordable Value
benefits plan receive back half of the incremental savings in the form of County contributions
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to a Section 105-h medical expense reimbursement account, while employees selecting a
more expensive Enhanced plan option must contribute the incremental cost above the Core
premiums funded by the County].

If just a 10 percent premium contribution were established for 2006, rising to 15 percent by
2007, undiscounted savings would be estimated at over $2.3 million for FY2005, rising
steadily to more than $5.2 million by FY2009. [Note: the preceding, general estimates are
based on baseline “status quo” assumptions regarding plan design, cost growth, and
enrollment patterns. Cost containment measures addressed in subsequent sections of this
Plan section, as well as potential plan migration given changes in incentives, could materially
impact the results achieved].

= Restructure medical coverage “opt-out” provisions to eliminate payments for County
employees still covered under the County plan. Like many employers, Erie County offers
a cash incentive ($67 per month for single coverage; $100 month for family coverage) to
employees who waive coverage under the County’s health benefits plan where eligible for
quality coverage elsewhere. In general, this practice is sound, and will typically generate
savings. As currently structured, however, a County employee who is married to another
County employee is eligible to receive this opt-out benefit by claiming alternative coverage
under their spouse’s plan. Because the County’s plan is substantially self-insured, however,
the County will realize no savings from this “paper” change in stated coverage, but rather
will still be responsible for the same set of plans. In effect, the County is paying $1,200 for
nothing. According to the Erie Personnel Department, over 180 workers now receive such
opt-out payments while still remaining covered by the County. Eliminating this practice
would save an estimated $220,000 across all funds. Assuming approximately 55 percent of
this total is attributable to the General Fund, savings would exceed $120,000 annually.

= Restructure sick leave benefits to encourage better attendance, while still providing a
safeguard for catastrophic illnesses and events. Sick leave usage averaged 14.9 days per
employee per year for the period from August 2004 to August 2005, according to estimates
provided by the County Personnel Department”. To some extent, this recent average may
have been higher than would typically be expected for the County going forward due to
excessive sick leave use by employees facing layoffs during this period reviewed.
Anecdotally, County personnel managers report that past sick leave usage prior to recent
layoffs averaged 10-11 days per employee per year. Nonetheless, even at the somewhat
lower 10-11 day level, sick leave usage for Erie County is high. According to the Bureau of
National Affairs, for example, typical private sector unscheduled absences average around
2.0 percent of scheduled workdays, or 5.2 days per year. Likewise, many public sector
workplaces average well below Erie’s levels.

2 Includes Sewer Districts, but excludes ECMC (13.1 days), County Home (21.7 days), and Libraries (13.2 days).
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Compounding this challenge, round-the-clock operations where unscheduled absences have a
strong impact on overtime are among the Erie County departments experiencing the highest
levels of sick leave usage. For example, over the 2004-2005 period reviewed:

— Probation/Youth detention averaged 15.7 days

— Public Works averaged 19.3 days

— The Sheriff’s Department averaged 13.1 days
Opportunities to restructure this benefit include:

— Reducing the current 15-day annual sick leave accrual (plus one extra day if less than
one day used in the preceding year), potentially establishing a catastrophic leave bank
to safeguard against severe circumstances. In the U.S. private sector, allowances in
large and medium firms average between 9.0 and 11.6 days per year, depending on
years of service. Other public employers have found moderation of annual
allowances to be a highly effective means of curtailing high sick leave usage.

— Eliminating extended paid sick leave. This additional paid leave is now guaranteed
under some collective bargaining agreements when a County employee qualifies for
workers compensation.

— Eliminating the sick leave bonus. Currently, County emaployees who bank 1,800
hours of sick leave over the course of their career are eligible to receive a one-time
$300 bonus, with additional $200 annual bonuses provided in subsequent years if the
1,800 balance is maintained and fewer than five days are used in that year. While
modest sick leave bonuses can be a positive acknowledgement of good attendance,
many human resources managers believe that this approach has little or no direct
impact on employee behavior. Further, the particular structure of the County’s
benefit can provide the bonus to employees who still take multiple days in a year.

While it is difficult to quantify the bottom line saving attributable to attendance gains
precisely, even a three day reduction in average sick leave usage would translate to
approximately 10,689 additional productive workdays for the County each year (3,563 full-
time employees * 3 days), equivalent to more than 46 FTEs® . In turn, if even 20 percent of
this improvement impacted the bottom line through reduced staffing needs and/or overtime,
the County would save roughly $360,000 per year (9 FTEs * $40,000 approx. average’
County salary).

FTE equivalence assumes 52 five-day workweeks (260 days) less 12 current County holidays, 15 vacation days as
now earned after two years of service, and four personal days (5*52=260-12-15-4=229). No sick or other leave
usage is assumed.

* Approximate average based on 9/9/2005 system output excluding Managerial and Confidential.
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Restructure vacation leave. In addition to generous personal, sick, and holiday leave
benefits, Erie County employees receive 30 days of annual vacation after 25 years of service.
In the first year of employment, 10 days are provided, rising to 15 days after two years, 20
days after nine years, and 25 days from years after 16 years through the 25th anniversary.
These allowances compare favorably to the national private sector as of 2005, particularly for
more senior County personnel:

Annual Vacation Allowances - Erie Vs. U.S. Private Sector

After 1 After 3 After 5 After 10 After 15 After 20 After 25
year years Years years years years years
Erie County 10 15 15 20 20 25 30
U.S. private
sector 8.9 11.0 13.6 16.2 17.8 18.6 19.3

Note: Benchmark years of service shown above reflect BLS, March 2005, National Compensation Survey reporting format;
noted in narrative above, Erie County workers generally receive increases to their annual vacation allowances somewhat
advance of the junctures shown.

These high leave allowances contribute to overall staffing and overtime pressures. To
estimate potential savings, we assumed capping vacation leave at 20 days per year for all
employees. As of September 2005, the County Personnel Department reports that 928
County employees had between 16-25 years of service (receiving 25 days) and 637
employees had over 25 years of service (receiving 30 days). Based on these staffing levels,
the county would regain approximately 11,000 workdays by capping vacation at 20 days per
year, equivalent to more than 48 FTEs’. Even assuming that only 20 percent of this
improved productivity would yield hard dollar savings based on reduced staffing needs,
lower overtime, and decreased terminal leave payouts on retirement, this change would
generate approximately $380,000 in annual savings assuming an approximately $40,000
average County salary (no associated benefit savings are assumed in this or similar initiatives
to follow, reflecting the potential for some savings to be captured from reduced need for part-
time personnel and overtime assignments, and as a measure of conservatism).

= Reduce 12 paid holidays and/or convert to floating days. Erie County currently provides
12 paid holidays, well in excess of the average of nine (9) received by U.S. private industry
workers in 2005 among employers with 100 or more workers. Nationally, only one in ten
private sector workers receive as many as 12 paid holidays. For each holiday eliminated, the
County would avoid paying premium rates to personnel in round-the-clock operations such
as the Corrections Center and Emergency Communications for work on “non-festive”
holidays (e.g. Columbus Day), while also regaining productive hours toward improved public
service across the full government. As a further option, to the extent that holidays remain,
savings can be attained by converting non-festive holidays to “floating” holidays. Under this
approach, coverage for around-the-clock operations can be maintained on non-festive
holidays without high levels of overtime, while employees can schedule and enjoy their
floating holidays in a manner that does not disrupt operations.

® Again, FTE equivalence assumes 52 five-day workweeks (260 days) less 12 current County holidays, 15 vacation
days as now earned after two years of service, and four personal days (5*52=260-12-15-4=229). No sick or other
leave usage is assumed.
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= Restructure other paid leave (personal leave). Over and above the vacation and sick leave
allowances outlined above, County workers receive four (4) paid personal days per year after
one year of service. Further, this personal leave allowance is provided in addition to separate
provisions for paid bereavement leave, jury duty leave, union leave, and time off with pay to
take County civil service exams. In contrast, a majority of private firms and state/local
governments do not offer paid personal days. Reducing this personal leave allowance by two
days per year would yield nearly 7,000 additional productive workdays across the General
Fund workforce (3,484 employees * 2 days each), equivalent to 30 FTEs. Even assuming
that only 20 percent of this improved productivity would yield hard dollar savings, this
change would generate approximately $240,000 in annual savings assuming an
approximately $40,000 average County salary. As an alternative to reducing personal leave
for all employees, some employers have linked the receipt of annual personal days to good
attendance in the preceding year.

The following chart shows the overall paid leave benefits available to Erie County workers at
25 years of service relative to U.S. public and private sector norms — more than two weeks
more than most governmental employers and over four weeks more than most private firms.

Paid Leave for 25-Year Employees — U.S. Public and Private Sector

Sick Da Vacation Personal
Holidays All y Day Day Total
owances
Allowances Allowances
Erie County (CSEA) 12 15 30 4 61
US State and Local Govts® 11.4 12.6 23.1 0.0 471
US Private Sector Average® 8 11.6 19.3 0.0° 38.9

= Eliminate summer hours. As noted above for Managerial Confidential personnel, all
County employees work reduced hours between July 1* and the second Monday in
September. With a typical schedule, this means a 9-5 workday (including a one-hour paid
lunch and two paid 15 minute breaks) becomes a 9-4:30 workday — just six working hours
once breaks are factored out. Where not provided due to operational factors, employees may
receive an equivalent number of compensatory hours (approximately 25 hours). In addition
to eroding productivity, this practice contributes to overtime costs to the extent that
replacement needs are generated. Assuming 25 hours per employee, this practice equates to
more than 58 FTEs [25 hours * 3,484 employees = 87,100 hours / (229 workdays * 6.5 hours

® National averages for holidays, sick, vacation, and personal days from Department of Labor, Bureau of Labor
Statistics, Employee Benefits in State and Local Governments, 1998 (pub. December 2000). Sick days are average
number of days at full pay for full-time employees for cumulative plans.

7 According to Employee Benefits in State and Local Governments, 1998 (pub. December 2000), three of five state
and local governments do not provide personal days, and therefore the median number of days is shown in the table.
For the minority of state and local governments that do provide personal days, the average number of days is 3.1.

8 National averages for holidays, sick, vacation, and personal days from U.S. Department of Labor, Bureau of Labor
Statistics, Employee Benefits in Medium and Large Private Establishments, 1997 (pub. September 1999). Sick days
are average number of days at full pay for full-time employees for cumulative plans.

® Holiday and vacation data from the National Compensation Survey: Employee Benefits in Private Industry in the
United States, March 2005. Also per this report, only 36 percent of full-time employees receive personal days, and
therefore the median number of days is shown in the table. Because detailed sick leave benefit data not available in
this report, Employee Benefits in Medium and Large Private Establishments, 1997 (pub. September 1999) was used
for the sick leave average reported.
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per day for one FTE) = 58 FTEs]. Again assuming that only 20 percent of this improved
productivity would yield hard dollar savings, this change would generate approximately
$475,000 in FY2005 savings assuming an approximately $40,000 average County salary.

* Eliminate meal days. If an employee receives less than one hour for lunch on a regular
basis for nine or more months of the prior anniversary year, the employee gains the option of
receiving either a $275 payment or three compensatory days. Across the full County
government (including the Library system, Medical Center, and County Home, this provision
generates both compensatory days and over $35,000 in payouts annually (April 2004-April
2005). Direct General Fund impact exceeds $17,500 in cash payouts alone.

* Reduce premium pays. On top of base wages, the County provides multiple pay premiums,
varying by assignment, position, and/or union. Longevity pay begins to be earned after nine
continuous years of County service and five years at the maximum job group, without any
linkage to performance. Uniform allowances of $750 are provided to some employees, at a
total annual cost of more than $680,000. Others assigned pagers may earn a supplemental
$35 weekly, totaling over $45,000 per year. For still others, a $0.85 hourly shift differential
is earned, at a total annual cost of over $1 million. While generally not extraordinary, some
or all of these allowances could be reduced or restructured to achieve overall contract
savings. For example, simply reducing uniform allowances to $500 per year would generate
annual savings of approximately $340,000.

= Require completion of probation for full benefits. Some employers, such as the City of
Buffalo, require six months of service before newly hired employees are eligible for County-
funded medical benefits, overtime in excess of Fair Labor Standards Act (FLSA) minimum
requirements, or paid leave. Assuming 174 new hires per year (reflecting replacement for
turnover at 5 percent of the total unionized workforce), this measure could save
approximately $295,000 in FY2006 benefits costs, rising to $439,000 by FY2009 ($6,789
annual premium / 2 * 174 new hires * 50 percent discount to reflect the likelihood of smaller
average family sizes and lower healthcare utilization among workers earlier in their careers;
annual premium projected to rise to $7,747 for FY2007, $8,935 for FY2008, and $10,110 for
FY2009).

= Restructure medical benefits for future retirees. Currently, Erie County retirees receive
full medical coverage for life. In contrast, only 5 percent of U.S. private industry
establishments offer health care benefits for retirees under age 65 (4 percent for retirees age
65 and over). Among firms with 100+ workers, availability is 13 percent before age 65 and
12 percent thereafter. Looking forward, with an increasing number of retirees and relatively
higher healthcare costs for what is typically an older cohort, these post-employment benefits
are projected to rise dramatically. Further, a new Governmental Accounting Standards Board
(GASB) Statement 45 will soon require all public employers, including Erie County, to
calculate and disclose the actuarially determined liability associated with such obligations.
While every public employer faces unique circumstances, benefits experts estimate that the
annual required contribution (ARC) for retiree medical benefits will typically exceed current
pay-as-you-go cash outflows by a factor of ten or more. To control such growing liabilities,
some municipalities, such as the fiscally distressed City of Pittsburgh, have eliminated post-

Workforce Iv-13



employment medical coverage altogether for newly hired workers. Others are increasing
cost-sharing and modifying plan design. Others, such as the City of Anaheim (CA), have
established a defined contribution trust fund for new employees into which fixed payments
are made and invested toward post-employment benefit needs. Although the short-term
impact of potential changes is not quantified, retiree medical cost pressures will be a
significant and escalating concern for Erie County going forward.

Former Erie County employees retiring prior to January 1, 2003 (approximately 3,589
retirees out of 4,189), contribute an average of 45 percent towards medical insurance.
Retirees who separated after January 1, 2003 (and estimated 600 or 14 percent), make no
contribution to their Pre-65 premium, and none to their Post-65 premium for the designated
Medicare PPO (requiring Medicare Part B premium payments by the retiree).

= Revise dental plan provisions to more affordable levels. Currently, County employees
receive coverage under a preferred provider plan that covers preventive, basic, certain
prosthetic, and orthodontic services up to $1,200 per person per calendar year through
participating dentists ($1,998 lifetime maximum per dependent for orthodontia). The fee
schedule used by the County’s current third-party administrator averages 55 percent of usual
and customary rates (UCR) for in-network services and approximately 28 percent of UCR on
an out of network basis. As compared with traditional dental reimbursement of between 65-
75 percent of UCR, the fee schedule is beneficial to the County. Concurrently, however, no
co-insurance or premium contributions — common across many plans — are required. For
further cost containment going forward, future contributions in form of premium and co-
insurance should be targeted, thereby reducing the County’s portion of the annual
expenditure of nearly $4.8 million.

= Freeze wages and steps. Negotiated freezes in across-the-board wage adjustments and/or
step and longevity increments would achieve significant savings relative to “business as
usual” increases assumed in this Plan’s baseline budget gap projections. Other related
approaches may include reduced starting salaries, elongated pay progressions, longevity
schedule restructuring to reduce costs for employees who have not yet received higher the
maximum rates, and/or the use of one-time bonuses to minimize growth in the overall
County wage base. Relative to the fiscal gap projection “status quo” baseline assumptions of
a 2.0 percent general wage increase for the CSEA on January 1, 2006 (as contained within an
existing collective bargaining agreement), 1.75 percent general increases each year where no
negotiated terms are yet in place, and 1.75 percent per year for all groups to reflect aggregate
step and longevity gains, an absolute wage freeze would save over $4.5 million in FY2006,
rising to $28.9 million by FY2009 after a four-year freeze.

= Reform contract provisions driving unnecessary overtime. Along with the various leave
and schedule benefits outlined above, multiple other contract provisions contribute to
unnecessary overtime. For example, County workers now begin earning at overtime rates
after working” eight (8) hours in a day or 40 hours in a week with paid lunch hours, vacation
leave, bereavement leave, and compensatory time credited as time worked. In contrast, the
Fair Labor Standards Act (FLSA) only requires overtime after 40 hours of actual work in a
week, such that workers are paid at a straight-time rate for extra hours until a full 40 have
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been worked. Across the full General Fund in 2004, overtime expenditures exceeded $17.4
million.

Erie County General Fund Overtime Expenditures by Business Area FY2002-04

Fund Center Name FY02 FY03 FYO04
Board of Elections 259,085 163,047 285,767
Budget, Management and Finance 4,489 9,059 21,841
Bureau of Fleet Services 8 713
Bureau of Purchase 1,388 9,247 7,083
Commission on the Status of Women 2,797
Comptroller 15,997 85,548 168,652
County Clerk Auto Bureau Division 108,887 107,316 89,057
County Clerk Registrar Division 92,257 78,206 44,966
District Attorney 2,771 3,595 1,913
DPW Commissioner 219
DPW - Buildings and Grounds 118,246 165,804 250,066
DPW - Bureau of Weights & Measures 24,739 27,709 23,429
Environment & Planning 1,754
Health Division 65,889 36,759 46,843
Health - Emergency Medical Services 67,661 69,708 91,910
Health - Public Health Lab 3,650 3,693 2,067
Health - Medical Examiner's Division 109,453 104,390 68,629
Division of Information and Support Services 31,217 54,651 86,814
Legislature 180
Parks 197,618 201,653 794,567
Parks - Recreation Division 13,718
Parks - Forestry Division 6,870 4,807 12,402
Parks - City of Buffalo 109,413
Personnel Department 70,786
Probation 89,001 66,540 115,544
Youth Detention 287,241 304,328 627,039
Sheriff Division 2,201,958 2,425,509 1,905,288
Jail Management 9,863,434 10,184,434 11,535,627
Central Police Services 187,817 269,990 310,570
Emergency Services 5,881 2,594 6,971
Social Services 646,465 716,342
Senior Services - 1,013

Senior Services Transportation 1,235 1,669

STOP DWI/Traffic Safety 421

$13,746,784 $15,026,729 $17,414,301

While expected to moderate somewhat in 2005 due to post-layoff stabilization and a smaller
overall workforce, Plan baseline gap projections for overtime are still expected to exceed $15
million annually from FY2006 forward without corrective action. Accordingly, for each
5 percent reduction in County-wide overtime achieved, savings would total more than

$750,000 per year.
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FY2005

Summary of Savings
(Before Discounting)

FY2006

FY2007

FY2008

FY2009

Employee healthcare

premium contributions N/A $2,300,000 | $4,000,000 | $4,600,000 | $5,200,000
Eliminate healthcare

opt-outs to employees N/A $120,000 $120,000 $120,000 $120,000
covered by County

Sick leave reforms N/A $366,000 $370,000 $379,000 $385,000
I'z‘;f/g”d“’e vacation N/A $386,000 | $393,000 | $400,000 | $407,000
Restructure other paid N/A $244.000 | $248,000 | $252,000 | $257,000
Modify holidays N/A TBD TBD TBD TBD
Eliminate summer hours N/A $475,000 $485,000 $490,000 $500,000
Eliminate meal days

(impact reflects cash N/A $17,000 $17,000 $17,000 $17,000
pay outs only)

Reform contract

provisions driving OT N/A $765,000 $785,000 $820,000 $840,000
Reduce premium pays

(e.g., uniform allowance N/A $340,000 $340,000 $340,000 $340,000
to $500).

Require completion of

probation for full N/A $295,000 $336,000 $388,000 $439,000
benefits.

Restructure retiree

medical benefits N/A TBD TBD TBD TBD
Redesign dental

benefits N/A TBD TBD TBD TBD
}’r":g; and increment N/A $4,500,000 | $13,700,000 | $21,200,000 | $28,900,000

Total Savings

$9,800,000

$20,800,000

$29,000,000

$37,400,000

Due to the uncertainties of the bargaining process, costing is based on the savings estimated from
implementation of a wage and increment freeze, beginning January 1, 2006. The County,
however, will actively explore and bargain toward an alternative, preferable package.

Discounted Fiscal Impact

FY2005 FY2006 FY2007 FY2008 FY2009
Discount % 100% 0% 0% 0% 0%
Fiscal Impact $0 $3,600,000 | $12,330,000 | $19,080,000 | $26,010,000

38. Continue Active Focus on Benefit Cost Containment Via Labor-Management Healthcare Coalition
to Hold Annual Cost Increases at or Below 7% by 2007 and 10% Thereafter

Dept: All Rev/Sav/Productivity: Savings
Division/Bureau: All Fiscal Impact To FY09: $10,500,000
Required Approval: Union
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While employee contributions toward monthly health plan premiums, are addressed above as a
matter of collective bargaining for union-represented County employees, many other factors
driving health benefit costs are controlled by the Labor Management Healthcare Coalition
(LMHC) of which the County of Erie is a founding member. Established in 2003, the LMHC is
a multi-employer, labor-management trust formed, managed and governed on a collaborative
50/50 basis between labor and management of the various members of the Coalition. The
LMHCC mission is focused on providing quality healthcare coverage at an affordable price to
public employers in Western New York. The Labor Management Healthcare Fund is the plan
sponsor and administrator focused on leveraging the collective buying power of almost 28,000
members.

Since is inception in the fall of 2003, the LMHC has evaluated and implemented multiple
strategies to manage costs. Looking forward, additional such opportunities include, but are not
limited to, the following approaches in the areas of vendor management, individual health
management, and plan management:

Vendor Management

Like many plan sponsors, the LMHC has actively managed and negotiated terms with its vendors
since its inception, and continues to pursue opportunities for cost containment. To hold the
current plan insurer, BlueCross BlueShield of Western New York, accountable for managing
care at a high quality focused on outcomes, the LMHC also actively works to ensure that
protocols are being followed regarding pre-authorizations, eligibility, and coordination of care
initiatives, wherever appropriate. Ongoing areas with potential impact include:

* Moving medical coverage to a self-insured mode. The current LMHC plan features a
minimum premium, whereby the County is responsible for a monthly administrative fee and
for actual paid claims for each month subject to a monthly maximum. A further annual
maximum is equal to 105 percent of annual projected claims. The LMHC has aggressively
negotiated insured administrative rates that include medical management, claims
management, reporting and other services. Looking forward, full self-funding has been
explored, thereby potentially reducing risk charges and premium tax costs by approximately
$1.8 million annually across the full Coalition. At the same time, such an approach would
expose the LMHC to greater potential expenditure volatility. Evaluation of stop-loss
insurance attachment points, as well as negotiations with the plan insurer regarding rebates
and administrative charges are further cost-saving initiatives.

= Exploring a carve-out of the plan’s prescription drug program. Currently, prescription
drugs are provided through the LMHC overall insurer, Blue Cross Blue Shield and their
vendor, Wellpoint. The current pass-through terms of this contract provide an opportunity to
improve from a discount, dispensing, rebate and administrative fee basis. The LMHC is
considering carving out this program to achieve cost savings and to mirror national trends
with other pharmacy benefits managers (PBM’s) to control overall Rx costs.

= Evaluating potential savings from re-bidding overall medical claims administration at
the next option year in 2007. When the LMHC was first established in 2003, substantial
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savings were achieved by competitively bidding plan administration. As the next option year
approaches, the LMHC should actively pursue any competitive opportunities that may then
be available in the regional healthcare marketplace.

= Auditing claims processing results to ensure that plan provisions and network discounts
are being properly applied. Currently, the LHMC is engaging an outside auditor to review
the application of discounts and pricing models for prescription drugs. Such measures can
often more than pay for themselves by ensuring more accurate billing.

= Leverage federal 340b qualification of Erie County Medical Center (ECMC) by
establishing ECMC as the preferred provider/mandatory mail order supplier of
monthly maintenance drugs. 340B discounts could yield an approximate reduction in
average discounts of approximately 30 percent. Given that the LMHC generates
approximately $29 million in annual drug spending, with 87 percent of all drugs dispensed
for monthly maintenance, savings from this initiative might conservatively reach $2.4 million
for the overall coalition, of which approximately 35 percent could be allocated to the County
General Fund. Currently under active exploration, meeting the federal guidelines is difficult,
and implementation is not yet certain.

Individual Health Management

There is a growing recognition that prevention and health promotion programs are an important
component of reducing overall cost, particularly under a program such as Erie County’s that is
substantially self-insured. Disease management, wellness, and treatment compliance programs
can all be beneficial, as can the establishment of financial incentives for employees to take a
more active role in maintaining good health.

For example, the joint labor-management Pennsylvania Employee Benefits Trust Fund for state
workers in Pennsylvania launched a “Get Healthy” program on July 1, 2005. Under this
initiative, employees are provided a free Health Risk Assessment, along with access to a Health
Coach, health management services for chronic conditions, and/or weight loss programs where
identified as beneficial by the assessment. As a further incentive to participate in this program,
employees receive a six-month reduction in their required employee healthcare premium
contribution equal to 0.5 percent of pay, and a continued reduction for ongoing participation in
wellness, preventative, or Health Coach Programs.

Similarly, King County (WA) is establishing a program under which employees who participate
actively in confidential health management plans will be required to contribute significantly less
toward costs than co-workers who opt to avoid the initiative.

Several successful health management programs have already been implemented in Erie County
since 2003, including an employee health assessment (approximately 20 percent participation)
and cholesterol screening. Building on these and related initiatives, the County has further
opportunities to improve in partnership with its healthcare providers and the community, for
example:
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Mandatory bi-annual physicals might be established with monitoring of the baseline health of
Coalition members and dependents. An incentive based approach might reward participation
in the form of reduced payroll contributions where applicable, or contributions to a Health
Reimbursement Account (HRA).

Plan Management

Eliminate massage and acupuncture benefits. Currently, both active and retired County
medical plan participants receive massage benefits (12 visits per calendar year) and
acupuncture benefits (6 visits per calendar year) as part of the Core LMHC programs.
Across the full LMHC, massages cost over $300,000 and acupuncture approximately
$25,000 annually. With the County General Fund linked to approximately 35 percent of total
LHMC costs, these two services are estimated to account for over $100,000 in General Fund
expenditures.

Establish a mandatory mail order program for maintenance prescriptions. Most Rx
utilization is for maintenance medications, and mail order supply provides a substantially
lower cost means of meeting such needs without impacting patient care. Earlier in 2005, the
LMHC implemented a 90-day mail order program for the same co-pays as 30-day retail.
Further transitioning to full mandatory mail order for maintenance drugs could yield six
figure savings.

Adjust Rx co-pays and plan provisions to standard levels. Currently, Erie County’s
benefits plan requires just $5 co-pays for generic prescription drugs, $7 for brand drugs, and
$10 for preferred brand. According to the Kaiser/HRET Survey of both public and private
employers, Rx drug co-pays nationally were typically more than twice as high as of 2004 —
$10 for generics, $21 for preferred drugs, and $33 for non-preferred drugs — and these
amounts continue to increase on average. In the New York State Empire Plan program
available to the CSEA, co-pays are $5/$15/$30, plus participants in most circumstances pay
the full differential above the generic cost when a generic is available. Other Rx cost
containment measures successfully used elsewhere, but not yet in place for the LMHC,
include a mandatory generic policy requiring the use of more affordable prescription drugs
where appropriate, and a “step therapy” program under which lower cost medications are
used unless determined to be ineffective, in which case plan participants can step up to higher
cost options. Already in 2005, the LMHC launched voluntary generic step and half tablet
programs.

Increase office visit co-pays to standard levels. Currently, the LMHC plan requires $10
co-pays for physician office visits. According to the 2004 Kaiser Foundation Benefits
Survey, nearly two-thirds of the U.S. workforce pays $15 or $20 for office visit co-pays, with
only 18 percent still paying $10 or less. State of New York CSEA Empire Plan participants
pay $12 for 2005.

While precise estimates have not been developed for all of the options outlined above,
implementation of the full “menu” would be expected to generate savings well in excess of the
targets set forth below. Further, these are just a sampling of the many plan design features that
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might be reevaluated as part of ongoing cost containment efforts, and should not be considered
an exclusive list of opportunities.

Because the changes outlined above generally require joint labor-management action by the
LMHC and cannot be adopted unilaterally, this Plan does not assume that all will be
implemented immediately. At the same time, the LHMC is actively focused on cost
containment, and the measures suggested above would all be consistent with continued high
quality coverage. Accordingly, this Plan assumes that a sufficient level of cost containment
initiatives will be approved and successfully implemented to cut forecast cost growth for 2007 in
half from 14 percent to 7 percent, and to hold the rate of growth thereafter to no more than 10
percent per year (versus projected status quo growth rates of 15.3 percent for 2008 and 13.15
percent for 2009).

Summary of Savings
(Before Discounting)

FY2005 FY2006 FY2007 FY2008 FY2009

Fiscal Impact $1,800,000 $3,600,000 $5,100,000

Due to potential implementation delays, and to ensure prudent budgeting, no savings are
assumed in FY2005 or FY2006 — although County Administration representatives to the LMHC
will continue to pursue change actively. In addition, a 25 percent discount is applied thereafter
as both a general conservatism factor and to reflect the potential loss of certain grant and
reimbursement revenues relative to baseline assumptions.

Discounted Fiscal Impact

FY2005 FY2006 FY2007 FY2008 FY2009
Discount % 100% 100% 0% 0% 0%
Fiscal Impact $0 $0 $1,800,000 $3,600,000 $5,100,000

39. Negotiate Greater Flexibility to Subcontract.

Dept: All Rev/Sav/Productivity: Savings
Division/Bureau: All Fiscal Impact To FY09: CQ
Required Approval: Union

Currently, the County’s collective bargaining agreements are silent on the terms and procedures
for subcontracting to deliver needed services. As a result, many managers believe themselves to
be severely constrained from pursuing competitive approaches due to the requirements of the
New York State Taylor Law. At the same time, County employees generally lack a clear
understanding regarding the ground rules for such initiatives. From a national perspective, many
governments have achieved significant cost savings and service improvements from
competitively bidding specialized and/or ancillary services where a strong private market exists.
Throughout this Plan, multiple opportunities specific to Erie County have also been identified
from golf course operation to fleet maintenance.

To ensure flexibility to use the most effective and affordable approaches for delivering services
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to the public, the Administration will seek to negotiate viable ground rules for subcontracting
County functions. Such a provision will seek to clearly establish the County’s authority to move
forward with the best options for the public, outline procedures for communications with the
County’s unions in advance of any such initiatives, and provide for a competitive dynamic. An
example of such a provision from Nassau County’s agreement with the CSEA is shown below:

Section 32. Sub-Contracting

The County shall make good faith efforts to avoid the unnecessary assignment of
CSEA unit work to persons not in the CSEA unit.

A committee comprised of representatives from the Office of Labor Relations, County
Executive’s Office, and CSEA (totaling 3) shall meet not less than once per month to
discuss current and proposed contracts between contractors and the County, which
contracts related to work which has “historically and exclusively” been performed by
bargaining unit members.

Before assigning CSEA unit work to persons not in the CSEA unit:

a) The County shall provide notice to the CSEA stating the County’s needs; and

b) CSEA may, within ten (10) days thereafter, propose alternatives to satisfy the
County’s needs; and

¢) If CSEA proposes alternatives, the County and CSEA shall meet and confer with
respect to CSEA’s proposals.

The Union shall receive monthly copies of such items relating to sub-contracting as
are requested by the Union and which are available as a matter of public
information.

The Union shall be provided copies of all future contracts between contractors and
the County relative to work now being done by negotiating unit personnel.

The County agrees it will not lay off unit employees as a direct result of a transfer of
unit work.

It may be noted that the above Nassau-CSEA procedure is somewhat restrictive due to its
guarantee of no layoffs resulting directly from subcontracting decisions. Other communities
have addressed union job security concerns via more flexible approaches, such as commitments
to develop redeployment programs in the event of any worker displacement and/or by
negotiating first hiring preferences with incoming contractors. Whatever specific provisions and
processes may best fit any particular government and its represented employees, however, there
is a clear benefit to guidelines that squarely address such concerns while still providing a
framework for positive change.

Specific savings from identified Erie County competitive contracting opportunities are addressed
throughout this Plan. Even beyond these current opportunities, the ongoing imperative for
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County leadership to operate with a full “toolbox™ of service delivery alternatives makes this
initiative a high priority.

Discounted Fiscal Impact

FY2005 FY2006 FY2007 FY2008 FY2009
Discount % N/A N/A N/A N/A N/A
Fiscal Impact cQ cQ cQ cQ cQ

40. Negotiate Flexibility and Tools for Effective Operational Management

Dept: All Rev/Sav/Productivity: Savings
Division/Bureau: All Fiscal Impact To FY09: CQ
Required Approval: Union

For the County workforce to deliver services competitively, it is important that effective
management approaches be in place, supported by contemporary work practices. Currently,
however, many County operations are hindered by outdated and/or inefficient work rules and
human resources structures. While some of the following examples may not require collective
bargaining to change, others are linked to current labor agreement terms, and all would benefit
from stronger labor-management cooperation focused on improved productivity:

= Development of stronger performance-based incentives and management tools;

= Modified layoff procedures to limit seniority-based “bumping” to functional work units, such
that experienced and productive workers are not displaced by longer-tenured personnel who
may lack the relevant background to fill particular positions outside of their own work unit
effectively;

= Increased flexibility to assign overtime based on qualifications and performance, rather than
maintaining overtime “equalization” practices that lead to inefficient staffing at premium
rates;

= Multiple function-specific work practice improvements as detailed throughout the
departmental initiatives included in this Plan — such as increased flexibility to cross-assign
staff from the County Holding Center and Jail.

While not directly quantified (or, in some cases, quantified elsewhere in the context of a single
department’s operations), improved management tools and flexibility are of high importance if
the County is to achieve significant productivity gains.

Discounted Fiscal Impact

FY2005 FY2006 FY2007 FY2008 FY2009
Discount % N/A N/A N/A N/A N/A
Fiscal Impact cQ cQ cQ cQ cQ
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V. DEPARTMENT INITIATIVES




COUNTY EXECUTIVE

MISSION

The County Executive’s mission is to provide quality services to the residents of Erie County,
to collaborate and cooperate with all areas of government to reduce the cost of government, to
foster job growth and job development in all areas, and to review the structure of Erie County
government and propose departmental consolidations, mergers, and redesigns wherever such
changes produce more efficient, less costly operations.

GOALS

= To ensure that programs and services required by the citizens of Erie County, or mandated
by the state and federal governments are provided and properly financed.

= To direct the development of annual operating, capital, and community college budgets and
overall ﬁnanc1a1 planning for the County of Ene

= To ensure that county serv1ces are managed and dehvered efﬁcwntly and effectively.

= To estabhsh and implement administrative policies and procedures designed to assure cost-
: effect:lve county government operatlons and appropnate managenal over81ght

= To recommend local state and federal leglslatlon wh1ch is in the best interest of the citizens
: of Ene County

= To prov1de consumer mformatlon and effectlve response to consumer protectlon problems

Source: Ene County Executive

DEPARTMENT INITIATIVES

82. Reduce Office of the County Executive Expenditures while Maintaining Capacity to Implement
Four-Year Plan Savings and Cost-Recovery Initiatives

Dept: County Executive Rev/Sav/Productivity: Savings
Division/Bureau: Fiscal Impact To FY09:  $486,000
Required Approval: County

The County Executive will implement management strategies to reduce operational expenditures
by at least $120,000 per year while maintaining the capacity to implement the savings and cost
recovery initiatives detailed in this four year plan.
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Discounted Fiscal Impact

FY2005 FY2006 FY2007 FY2008 FY2009
Discount % 0% 0% 0% 0% 0%
Fiscal Impact $0 $120,000 $120,000 $122,000 $124,000

80. Automated Resolution Filing (Partnership Report)

Dept: County Executive Rev/Sav/Productivity: Productivity
Division/Bureau: Fiscal Impact To FY09: TBD
Required Approval: County

The Office of the County Executive will support the implementation of cost reductions in the
County Executive’s Office through the establishment of an automated resolution filing system to
reduce the workload associated with handling 1,000 resolutions a year.

The fiscal impact of this impact has not been determined.

Discounted Fiscal Impact

FY2005 FY2006 FY2007 FY2008 FY2009
Discount % TBD TBD TBD TBD TBD
Fiscal Impact TBD TBD TBD TBD TBD

81. Establish “CountyStat” Program to Improve Management Accountability and Planning

Dept: County Executive Rev/Sav/Productivity: Productivity
Division/Bureau: Fiscal Impact to FY09:  ($330,000)
Required Approval: County

Erie County should create a “CountyStat” program based upon Baltimore’s successful CitiStat
program. CitiStat is an accountability process based on the successful CompStat program
developed by the New York City Police Department. CompStat, used computer pin mapping and
weekly accountability meetings, helped the NYPD dramatically reduce crime and is employed
today by several police departments around the world. Erie County should develop a
“CountyStat” program so that an effective and structured management mechanism can facilitate
the implementation of Four-Year-Plan initiatives and enable ongoing budget/operations
performance measurement tracking. Towns, cities, and other governmental entities within the
County will be encouraged to use the program and its facilities as well.

Four tenets constitute the foundation of Baltimore’s Citistat Program:

Accurate and Timely Intelligence
Effective Tactics and Strategies

Rapid Deployment of Resources
Relentless Follow-Up and Assessment

b A S
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A CountyStat system would involve the following process steps:

» Department heads would come to a CountyStat meeting on a frequent, periodic basis (e.g.,
bi-monthly) with the County Executive and other senior personnel.

= Prior to each meeting, Departments would submit data to the CountyStat team. The data
would include operational and budgetary information and would be focused on informing
performance metric tracking and initiative implementation.

» After information is received, the CountyStat team (comprising existing senior County
officials with budget and operations oversight responsibilities and their staff) would perform
an analysis and distill the materials for presentation at the next meeting.

* At the department meeting, information would be reviewed and department heads (or their
staff) would be asked questions — and held accountable — for their department’s recent
performance. Visual aids — such as projected spreadsheets and photographs — should be used
to focus the discussion on important operational and budgetary tasks.

The value of the CountyStat process is that it can provide the County with a structured,
organized, and focused process for examining operation/budgetary performance and tracking
initiative implementation. Also, CountyStat creates a dynamic of accountability that is difficult
to achieve through less formal management of government operations.

Discounted Fiscal Impact

FY2005 FY2006 FY2007 FY2008 FY2009
Discount % 100% 100% 0% 0% 0%
Fiscal Impact $0 $0 ($100,000) | ($110,000) | ($120,000)
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COUNTY LEGISLATURE

GOALS

To exercise all powers of local legislation in relation to enacting, amending, repealing, or
rescinding local laws, legalizing acts, ordinances, or resolutions in the best interest of the
citizens of the County.

To maintain records for all legislative sessions, including recording of votes, issuing
certified resolutions, and publishing minutes of these sessions.

To maintain and operate legislative district offices for the purpose of servicing county
residents.

To adopt annual county operating, capital, and community college budgets and make
appropriations, levy taxes, and incur indebtedness for the operation and support of Ere
County government.

To approve contracts submitted and determine whether acceptance of any bid or award of
any contract will best promote the public interest.

To hold public hearings regardjng sewer district expenditures, agricultural district changes,

and topics of interest to the general public.

" To exercise oversight over the operations of county govefnmenf to assure that programs and

services are administered in a manner that effectively and efficiently meet the needs of the
citizens of the County and the requirements of state and local laws. ‘

To research issues, local laws, and resolutions for consideration by the Legislature.

To approve county pérsonnel changes and confirm the éppointrnents of department heads
and members of advisory boards. ‘ ' :

: To pubhsh légal notices and hold public hearings on all county bond resolutions.

Source: Erie County Legislature

DEPARTMENT INITIATIVES

146. Continue Identifying Savings in the County Legislature’s Operations

Dept: County Legislature Rev/Sav/Productivity: Savings
Division/Bureau: Fiscal Impact To FY09:  $504,000
Required Approval: County
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The Buffalo-Niagara Partnership Report outlined an approach to realign the Legislature's
resource allocation toward core services as outlined in County Charter. Not restoring the
Legislature's $750,000 contractual expense budget, nor reversing other cuts associated with the
reduction of the Legislature's budget from $4.6 million in 2004 to $2.6 million in March 2005
maintains this direction.

A review of the Legislature's budget on a per capita basis suggests that the County should
maintain the $2.0 million of FY2005 reductions, as well as trimming another $120,000 from the
central office or other Legislature operations.

Discounted Fiscal Impact

Discount % 0% 0% 0% 0% 0%
Fiscal Impact $0 $120,000 $124,000 $128,000 $132,000
147._Adjust Legislators’ Salaries to Regional Norms (Partnership Report)
Dept: County Legislature Rev/Sav/Productivity: Savings
Division/Bureau: Fiscal Impact To FY09:  $1,050,000
Required Approval. County

Analysis in the Partnership Report compares Legislature salaries in Erie County ($42,500 for
non-leadership position) to that of Albany ($32,000), Onondaga ($22,000), Monroe ($18,000),
and Niagara ($15,000) Counties, indicating that Erie is well above the norm.

Legislator Salaries in Selected Counties

a
000

Old
Yo 3 o

Albany 297,845 $462,736,070 | $2,262,753 $0.13 $32,000
Monroe 735,177 $982,400,000 | $1,978,975 $0.37 $18,000
Onondaga 459,805 $917,641,816 | $1,681,590 $0.27 $22,000
Niagara 218,150 $524,251,522 $376,170 $0.58 $15,000
Erie 941,293 $1,184,054,922| $2,616,471 $0.36 $42,500

The County should implement
by $22,500 a year. Revisions to Legislators’ salaries would be presented for con

the Partnership's recommendation of reducing salaries downward
sideration and

adoption through the Charter Review Commission process.

Discount %

00
0%

Discounted Fiscal Impact

0006
0%

00
0%

008
0%

009
0%

Fiscal Impact

$0

$0

$338,000

$350,000

$362,000
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148. Evening Meetings for County Legislature (Partnership Report)

Dept: County Legislature Rev/Sav/Productivity: Savings
Division/Bureau: Fiscal Impact To FY09: CQ
Required Approval: County

Consistent with the recommendations of the Partnership Report, the County Legislature should
consider evening meetings to enhance public access to the legislative process and encourage
"citizen legislators" who can work at another job during the day.

Discounted Fiscal Impact

FY2005 FY2006 FY2007 FY2008 FY2009
Discount % cQ cQ caQ cQ cQ
Fiscal Impact cQ cQ cQ cQ cQ
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DIVISION OF BUDGET, MANAGEMENT, & FINANCE

MISSION

The mission of the Division of Budget, Management and Finance is to prepare, implement and
monitor the operating, capital projects and Community College budgets, as well as to prepare
the County, Town, School and Village property tax bills, and to maximize the collection of all
current and delinquent real property taxes.

GOALS

» To prepare tentative operating, capital, and community college budgets which meét the
County Executive's fiscal, budgetary, service and management goals and guidelines.

*» To implement, monitor and maintain balanced budgets; assure compliance with
appropriations; meet service objectives and provide for the cost-effective operation of
county government.

» To assure that appropriate, effective, and timely action is identified and recommended to
address budgetary or fiscal issues and impacts which occur as a result of changing
circumstances.

= To proVide the County Executive and other decision-makers with accurate data, analytical
* reviews or studies and appropriate recommendations for the development of effective fiscal
and policy decisions.

. ‘ To manage and mbnitor contracts With cultural agencies and cbuntywide accounts which are
- the responsibility of the Division. ‘

= To assist the Comptroller and the County's external auditors in the preparation and review
~ of the County's quarterly and annual financial statements. -

= To maximize the receipt of tax revenues.

* To make timely and accurate deposits of all funds which are in the best interests of the
County."

= To monitor the collection of the County real property tax during the period when collection
and recording is the mandated responsibility of the individual municipal receivers.

= To ensure the equitable distribution of the real property tax levy among county taxpayers.

= To provide accurate tax rolls and calculation of tax and tax bills to local jurisdictions
annually as specified by the Tax Act.
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= To receive and record sale verification information from local assessors to establish and
update a database of real property sales and market value information.

» To notify all Erie County assessors of the real property transfers recorded in the County
Clerk's office for their jurisdictions.

= To establish, verify and maintain a network of geographic coordinates for tax mapping
reference purposes.

= To prepare and sell current tax maps to the public as requested, and record and monitor the
sales revenues received.

» To inspect and appraise properties owned by the County or of interest to the County and
provide appraisal information as requested.

= To provide information and advice to local assessors, county officials, and the public
concerning tax laws, exemptions, tax law implementation and application.

= To review and approve or disapprove petitions for property tax adjustments, exemptions and
corrections as provided by law.

Source: Erie County Division of Budget, Management, & Finance

MEASURES OF PERFORMANCE

Reduce number of weeks required for issuing first reminder notice relative to 3
current year tax bill

DEPARTMENT INITIATIVES

88. Centralize Collections & Receivables Management

Dept: Budget and Finance Rev/Sav/Productivity: Revenue
Division/Bureau: Billing and Receivables Management Fiscal Impact To FY09:  $14,718,000
Required Approval: County

Currently, collections and receivables management functions are decentralized, and staff cuts
and budget reductions have reduced the time and commitment to managing receivables and
collections. As the County looks to improve its revenue and cash flow situation, it is logical to
first improve the collection of funds already owed to the County before looking to increase new
revenue.

On November 4, 2004, the Erie County Legislature authorized a consulting agreement to design
and implement a plan to improve the County’s accounts receivables management, maximize
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revenue opportunities, and improve efficiency. In the course of its study, the consultant met with
the Probation Department, ECMC, the Courts, Social Services, Department of Health, Sheriff’s
Department and others. In particular, the consultant’s plan focused on assisting the Probation
Department with the recovery of fees, fines and restitution.

The consultant’s recommendation was to create a Division within the Budget and Finance
Department that would bill and collect outstanding receivables owed to the County as well as
cities, towns, and villages under a fee for service arrangement. The Division would have
included a director, assistant director, two receivables analysts, a junior accountant, and a part
time chief budget examiner.

As originally proposed, the arrangement between the new Division and the Probation
Department would have allowed the Division to administer the monthly probation supervisory
fee, which would enable the probation officers to focus on supervising probationers. Given staff
reductions because of budget cuts, this would improve the effectiveness of remaining staff.

The original plan, presented in April 2005, would have allowed for a September 2005
implementation for the Probation Department, as well as doing backlog collections for ECMC,
the Courts, and the town of West Seneca. In FY2006, the plan would have added new clients,
including Social Services and current accounts for ECMC and the Courts, as well as 3-5
additional towns.

In July 2005, the project consultant, Lawrence R. Smith and Associates, Inc., indicated that,
based on the information they had gathered from the Probation Department, the estimated
revenue from currently outstanding fees, fines and restitution owed would have been $3,282,983.
They also projected that the new Division would have collected $815,798 in new and additional
revenue for the County from other collections and accounts receivables work. Combined, these
new revenues for a full fiscal year would total $4,098,781.

In other governments, general experience indicates that the collections unit will generate $1 of
revenue for every $11 owed. According to Lawrence Smith and Associates, Erie County’s
outstanding receivables total an estimated $150 million, which would translate into potential
revenue of $11.7 million.

Experience in other counties suggests that this is a realistic expectation. For example, Santa
Clara (California) County, in its first year of experience with a similar centralized Division
realized $4.2 million in collection and fee revenue, which grew to $8.3 million in the second
year, $14.1 million in the third, and $19.1 million in the fourth year.
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Summary of Savings
(Before Discounting)

Salary and Benefits Cost $0 $300,194 $312,112 $328,373 $344,956
Software, Equipment and

Overhead $0 $50,000 $75,000 $76,875 $78,987
Total Cost $0 $350,194 $387,112 $405,248 $423,943

Additional Revenues $0 $4,098,781 | $4,508,659 | $4,959,525 | $5,455,478
ota a g 0 b 48,58 4 4 $4 4 $5,0

In FY2005, savings have been discounted 100 percent. ~Savings for FY2006 have been
discounted by 73.0 percent to account for a phased in June to July 2005 start and to account for

implementation delays.

Discounted Fiscal Impact

Discount % 100% 73% 0% 0% 0%
Fiscal Impact $0 $1,010,000 $4,122,000 $4,554,000 $5,032,000

166. Assess the County’s Span of Control

Dept: Budget & Finance Rev/Sav/Productivity: Savings
Division/Bureau: Fiscal Impact To FY09: CQ
Required Approval: County

Span of control refers to the number of workers who report directly to a manager, supervisor, or
lead worker. Traditionally, governments have been primarily motivated by a concern for direct
supervision of workers and diligently following rules and regulations, which required many
layers of management and a low span of control. While this helped to ensure compliance with
rules and regulations, it has limited the ability of government to react to changing circumstances.

Contemporary management theory suggests that these “command and control” organizations are
less efficient and responsive, and more decisions should be made by front line workers. While
command and control organizations may have a span of control of as little as 6 workers per
supervisor, less layered organizations seek a span of control of 15 to 25 workers per supervisor.
A number of governments have undertaken initiatives to realign their organizational structures to
reduce layers of government. In 1993, the National Partnership for Reinventing Government
developed guidelines to transform the organizational structure of the federal government. The
National Performance Review identified the following as part of a process to streamline
management control structures:

= Reduce the executive branch workforce by at least 12 percent;

= Establish a government-wide span of control goal of one manager or supervisor for every 15
employees;
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= Encourage the use of empowerment, self-managed teams, simplified control structures, and
better use of communication and technology; and

» Direct agencies to reengineer work processes to shift emphases to service delivery.

At the county level, in 2002 King County (Washington) found that “the County has an average
of 6 organizational layers and the average span of control is 5.6 subordinates per supervisor, both
of which are inconsistent with the levels recommended in current management literature.” The
King County Auditor noted that “some methods which have resulted in increased spans of
control and fewer organizational layers include process reengineering (i.e., the radical rethinking
and redesign of business processes), self-directed work teams (i.e., highly trained work groups
that are fully responsible for providing a product or service), and decentralization. However,
implementation of any of these methods requires a fundamental change in the culture of an
organization, away from the traditional control-oriented environment to one with an emphasis on
customer service where decision-making is pushed down to front-line workers.”

There are less radical methods for improving span of control. As the King County Auditor noted
it is also possible to eliminate management layers or positions through attrition, or to convert
management positions with fewer than 3 subordinates to non-management positions.

Tacoma County (Washington) has also identified reducing its span of control as a method to
improve organizational outcomes and reduce personnel costs. The County determined that it
could achieve savings of between $375,000 and $750,000 a year by moving its span of control
from 5:1 to 6: Among other governments, Santa Barbara County (California) also used an
analysis of its span of control as a tool to close an FY2004 projected budget deficit of over $200
million.

Erie County should analyze its span of control as a method to improve services and reduce
workforce costs. This should include determining the County’s current span of control and a
benchmark for the County as a whole. It should be noted that some departments, particularly
those with 24/7 operations, will have lower spans of control. The standards should be
established for the County government as a whole, rather than for each department or division.
To be most effective, the span of control target should be accomplished with organizational
restructuring and process change. As a consequence, this initiative can be effective in
combination with other reinvention and efficiency initiatives.

162. Reduce the Cost of Government Requlations and Compliance

Dept: Budget & Finance Rev/Sav/Productivity: Savings
Division/Bureau: Fiscal Impact To FY09:  $10,683,000
Required Approval: State

Rules and restrictions often hamper the ability of government to provide service in the most
efficient and effective manner. It is generally the front line workers who understand how best to
reduce costs and improve efficiency, but they often run up against administrative rules and
regulations that hamper their ability to change processes and practices.
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In an award winning initiative, the State of lowa negotiated relaxing these sorts of restrictions
with departments in return for a reduction in appropriations or an increase in non-fee or tax
revenue. This “Charter Agency” initiative resulted in revenue or savings of over $22 million.
Erie County should be able to generate in the range of $4 million in savings or additional
revenue from a similar approach.

There has been extensive discussion of the cost of compliance both in the public and private
sector. Compliance costs tend to multiply — not only does it reduce time and productivity that
can be devoted to providing service to the citizens of Erie County, it also makes it more difficult
for the enterprise to react quickly to changing circumstances and the needs of citizens and
taxpayers.

In the Iowa initiative, it was noted that when Departments or divisions focus on results, they
often run up against rigid procedure-based rules and regulations that focus more on how
government does things than on the outcomes government produces. The initiative tested the
hypothesis that given greater operating flexibility, Departments would be able to produce better
outcomes for their customers at less cost than under the standard bureaucratic system. In fact,
the State of [owa found that Charter Agencies waste less time and money on paperwork and low-
value-added rule compliance. They redirect that energy into innovation to achieve the results
valued by taxpayers and citizens. It was also found that the initiative kindled a sense of
innovation and entrepreneurship and kindled automatic, ongoing improvement from within each
agency.

To replicate this, the County can negotiate with departments and divisions a set of flexibilities in

return for reduced appropriations or the commitment to increase non-tax revenue. In the State of

Iowa example, this included:

=  Authority to “stand in the shoes” of the directors of personnel, purchasing, and IT. Whatever
those directors can do, a Charter Agency director can do — without going through personnel,

general services, or IT.

= Authority to waive administrative rules in the same three areas: personnel, general services,
and IT.

= Authority to retain: proceeds from asset sales, 80 percent of new revenues generated, and half
of unspent general fund appropriations.

= Exemption from full-time-equivalent employee caps.

=  Access to technical assistance at no charge from experts on innovation and public
entrepreneurship.

= A special process for waiving other administrative rules.
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In the State of Iowa example, the Charter Agency initiative did not affect collective bargaining
agreements. In fact, the Charter Agencies and the State collaborated with the unions to find
flexibilities that benefited both the State and its employees.

In the State of Iowa example, the following were some of the results documented from the
Charter Agency initiative:

» Child Welfare stays in shelter care reduced by 20 percent, or 10 days.
= Children with health coverage up by another 12 percent so far in FY05.

=  $1.7 million saved in the first quarter after implementing a Preferred Drug List for Medicaid
prescription drugs.

= Reduced turnaround time for air quality construction permits from 62 to 6 days and
eliminated a backlog of 600 in six months

= Reduced turnaround time for wastewater construction permits from 28 to 4.5 months.
» Reduced the turnaround time for landfill permits from 187 to 30 days.

= Reduced the time for a corrective action decisions on leaking underground storage tanks
from 1,124 days to 90 days.

= 17 percent more probationers are successfully completing their probation.

= Effective services to inmates provided by Corrections have resulted in an increase in
recommendations for release to the Parole Board by 5 percent in one year.

= Provided good work experiences for 50 percent more women inmates than before Charter
Agencies, while reducing operating costs by $700,000 per year.

To be effective, this initiative will require the County Executive and County Legislature to
provide necessary flexibility to the Departments that choose to utilize this greater flexibility. As
an example of how a Department could utilize this flexibility, the Department of Health has
encountered problems being reimbursed by HMOs for services provided at its clinics because its
physician reimbursements do not allow it to retain physicians with the credentials necessary to
meet HMO requirements. As a consequence, services provided by physician assistants and
nurses are also not eligible for reimbursement. By being able to adjust its reimbursement rates,
the Department could increase its non-tax revenue and ultimately save the County tax dollars.

This project could also benefit from State involvement, as there are many restrictions (for
example, in the area of purchasing) that hamper the ability of the County to quickly respond to
the needs of its citizens and taxpayers. With the support of the State, the actual savings would
likely increase from this initiative.
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For purposes of figuring savings or additional revenue, the State of Iowa experienced savings or
additional revenues totaling $22.5 million on a general fund budget of $4,517.4 million. Current
projects are that Erie County’s general fund budget in the first year of savings will total $927.3
million, a similar level of savings or revenue would generate $4.6 million, growing to $4.8
million by FY2009.

Summary of Savings
(Before Discounting)

FY2005 FY2006 FY2007 FY2008 FY2009

gae‘;:‘r?je°“°‘dd'“°"a' ““ $4.618,641 | $4.719,252 | $4,833,311
$0

Total Savings $0 $4,618,641 $4,719,252 $4,833,311

Due to potential implementation delays and less opportunities to initiate flexibilities without the
cooperation of the State of New York, savings have been discounted 100 percent in FY2005 and
FY2006. The savings have also been discounted by 50 percent in FY2007 and by 25 percent in
FY2008

Discounted Fiscal Impact

Discount % 100% 100% 50% 25% 0%
Fiscal Impact $0 $0 $2,310,000 | $3,540,000 | $4,833,000

90. Develop and Implement Market-Based Revenue Program

Dept: Div of Budget, Management & Finance Rev/Sav/Productivity: Revenue
Division/Bureau: Fiscal Impact To FY09:  $3,471,000
Required Approval: County

A Market-Based Revenue Opportunities (“MBRO”) program offers an opportunity to the County
to maximize the revenue-generating capacity of County assets. This broad term encompasses
various entrepreneurial concepts, including advertising, exclusivity arrangements, rental
agreements, and corporate sponsorships. A comprehensive and effectively administered MBRO
program could generate $2.6 million over the next five years.

While some MBRO opportunities, such as an outdoor advertising program, are generally well
established in the governmental marketplace, other areas are still evolving. Such arrangements
can raise legitimate community concerns regarding the appropriateness of advertising content,
aesthetics, and excessive commercialization of public service. The County will initially establish
MBRO program parameters and guiding principles for considering such arrangements consistent
with local community values.

Within this policy framework, the County will — with the assistance of an MBRO specialist

solicited through a request-for-proposals process — inventory facilities, real estate, and other
assets and mechanisms under their control with potential for MBRO revenue generation. This
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assessment may include, but not be limited to, consideration of opportunities in the following
categories:

= General outdoor advertising. Billboards and other outdoor signage can generate both a
fixed rental payment and/or a share of gross advertising revenues. While the precise revenue
generation potential largely depends on location, a single prime billboard location can
generate tens of thousands of dollars per year. Some governments are also exploring
temporary ad banners on public construction site fences.

= Street furniture. Advertising revenues can offset or even eliminate the
costs of “street furniture'”, including such amenities as bus shelters,
benches, public toilets, newsstands, trash receptacles, information
kiosks, bicycle racks, and telephone pillars. In Boston, for example, the
city’s advertising revenue stream for a high quality street furniture
program includes both an annual fixed fee of $750,000 and a license
royalty fee (10 percent of annual revenues, generating $314,780 in
2003).

= Indoor advertising. Advertisements may be placed in public restrooms,
libraries, civic centers, parking garages, and recreation venues. For a
modestly scaled indoor advertisement, vendors estimate that each frame
can generate as much as $1,920 annually, with a government receiving
10-25 percent of the revenue.

= Other miscellaneous advertising. Other advertising options being pursued by
municipalities nationally include: tax and utility bill inserts; banners on government
websites; advertising placements on the sides of rollout refuse carts as used in conjunction
with automated trash collection; vehicle advertising “wrap” arrangements; and
advertisements on parking meter poles.

= Secondary use of public real estate. County facilities and/or infrastructure can generate
supplemental revenues from such options as leases for the placement of telecommunications
equipment (e.g., cell-phone towers) and facility rentals for events and activities.

= Municipal marketing partnerships. A number of communities have developed corporate
sponsorship programs, often in a blended arrangement involving commodity delivery,
promotions, and discounts. For example:

« Oakland, CA: Named Coca-Cola its official soft drink, giving it exclusive rights in city
buildings and parks.

« San Diego, CA: Corporate partnership program has netted $5 million over the past
several years, resulting in a revenue to expense ratio of 22:1%. Corporate partners,

1 uStreet furniture” is the terminology for physical components/amenities of the streetscape such as kiosks, bus
shelters, benches, and trash/recycling receptacles.

2 The “expense” referred to in this ratio is the amount of money the City has spent on their MBRO program, meaning
that for every $1 spent, they've generated $22 in MBRO income.
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including Pepsi, Verizon, and General Motors, have all paid for the right to be the
“exclusive” provider of their respective products and services to the City.

+ Huntington Beach, CA: Realizes $3 million in annual benefit from corporate partners
including Coca-Cola, Chevrolet, Simple Green, and Yamaha.

« Miami, FL: Purina sponsored construction of two “Dog Chow Dog Parks” as part of a
marketing campaign in exchange for promotion rights and a waiver of fees for park
events.

« Austin, TX: Austin has recently committed to exploring MBRO options and is
considering which types of assets and services should be involved in a future program.

An MBRO program would enable the County to create new revenue streams within guidelines
for the appropriate use of public space and facilities consistent with local standards. Benefits of
such programs include cost avoidance, revenue, non-monetary benefits, and limited
administrative burdens from contract structures emphasizing the responsibilities of the
contractor.

MBRO programmatic responsibilities should be centrally coordinated. One individual or
office/group should oversee the program. Through centralization or consolidation, the County
can maximize programmatic benefits and revenue potential by focusing efforts and avoiding
duplication of labor.

Because of the competing interests inherent in the formulation and implementation of an MBRO
program, other counties and professionals supporting such programs have recommended a
phased approach to adopting MBROs. Regardless of whether a comprehensive or targeted
approach is adopted, the County will phase in new MBRO initiatives to facilitate the public’s
acclimation and the program administrators’ capacity.

In terms of allocation, it should be acknowledged that certain programs impact the feasibility and
revenue generating potential of others. For instance, a gomprehensive street furniture program
may affect the County’s ability to pursue advertising in other venues due to finite advertising
revenue sources.

Comparables

Many governments around the country have instituted a variety of MBRO programs, including:

Boston (MA)

San Diego (CA)
Hartford (CT)

Los Angeles (CA)
Oakland (CA)
Huntington Beach (CA)
Philadelphia (PA)

San Francisco (CA)
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Estimated Fiscal Impact

The following table projects Erie County MBRO revenue for the first five years of a structured
program. These goals are based upon discussions with MBRO specialists who typically project
revenue potential at 2 percent of current, locally-generated®, General Fund income. Based upon
Erie County locally-generated General Fund revenue of $415.7 million, annual revenue could be
as high as $8.3 million. As a measure of conservatism, an implementation discount of 98 percent
for the first year, 95 percent for the second, and 88 percent for years three and four has been
calculated. Actual revenue potential cannot be ascertained with certainty until programmatic
parameters are established; in particular, revenue potential is subject to the County’s tolerance
for placements, concepts, and content. In terms of physical assets, the County has over 1,000
miles of center-line road, scores of bridges, approximately 242 buildings, and a number of park
and recreational assets. Additionally, some MBRO revenue is already flowing into the County
and would offset this general projection. Further, finalized revenue projects will not be possible
until RFPs are issued and vendors make firm financial commitments.

00 006 00 008 009
Discount % 100% 98% 95% 88% 0%
Fiscal Impact $0 $166,000 $416,000 $1,039,000 $1,850,000

89. Establish a Productivity Bank Approach to Investing in Savings-Enhancement Projects

Dept: Budget, Management & Finance Rev/Sav/Productivity: Productivity
Division/Bureau: ’ Fiscal Impact To FY09: $12,291,000
Required Approval: County

There are often opportunities to make one-time investments that result in reduced expenditures
on a long-term basis. Governments may find it difficult to make such investments, and the
needed funds may be viewed simply as an increase in a department’s budget. Such requests
often get lost in the overall need to reduce expenditures. One approach is to create a productivity
bank whereby departments can apply for a “loan” to invest funds to improve operations or make
other changes that will create savings.

The County should create a Productivity Bank to fund initiatives that will result in future cost
savings. When investment is made in a new project or technology that is anticipated to save the
County money, it expects a return on that investment. Using a Productivity Bank system,
department heads will propose projects to a central committee that will evaluate requests and
develop a formal framework for the savings to be achieved. Savings can come through reduced
hardware or software maintenance, decreased overtime, the elimination of positions through
attrition, or other ways. By agreeing to project terms in a formal agreement up front, there can
be a clear understanding about how the cost savings will be reflected in subsequent budgets.

To start its Productivity Bank, Philadelphia used $20 million derived from a bond issue. From
FY1994 through FY1999, the Bank loaned over $22.7 million for 16 projects ($2.7 million had

3 Local taxes, fees, fines, and charges, averaging $415,670,379 from 2002-2004. Two percent of this revenue is
$8,313,408.
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been repaid by departments to recapitalize the Bank), realizing $52.3 million in savings and
increased revenue, with a total of $70.9 million anticipated by the close of FY2004. Those
projects funded promised to achieve cost savings, revenue gains and service improvements, and
promote a strategic approach to the way in which City government conducts its business by
encouraging innovation, accountability, and entrepreneurship. The projects are responsible for
long-lasting innovations that will create service benefits well beyond their significant financial
impacts.

The Philadelphia Productivity Bank grants loans to City departments and agencies for individual
or collaborative projects, with those in excess of $250,000 requiring City Council approval.
Eligible projects are those which are capital in nature, with a recurring operating budget impact
of at least $2 over a five-year period for every $1 in one-time up-front investment made, which
cannot be funded on a pay-as-you-go basis out of department operating budget endangering its
normal service levels, and that cannot be afforded out of the County’s constrained capital budget.
Savings and revenues achieved through Bank projects are reflected in adjusted operating
budgets, as are the loan repayments so that the Bank’s lending capacity is never depleted.

The State of Iowa has a similar program — the Innovations Fund. This program is under the
control of the Department of Management (“DOM™) and was designed to stimulate and
encourage innovation and entrepreneurship in State government by awarding repayable loans to
State agencies. The DOM Director oversees an eight-member State Innovations Fund Committee
that reviews all requests and approves qualified loans. From FY1996 to FY2003, the
Innovations Fund, which was capitalized with a $1.0 million appropriation, achieved $11.2
million in identified savings. .

Providing capital - through a productivity bank - for projects will allow Erie County managers to
think beyond the annual budget and to advance projects that will achieve future cost savings and
productivity enhancements.

To the extent project-specific funding does not materialize from the State Efficiency Grant,
productivity bank funding may be used for centralization of collections, probation/criminal
justice information systems, a centralized Risk Management Information System, and other
initiatives with fiscal impacts shown elsewhere in this Four-Year Plan. Further savings can be
expected to be achieved through effective implementation of such productivity improvements as
automated field reporting for Sheriff’s deputies, continued automation for Clerk, Legislature, and
resolution filing in County Executive (see Buffalo-Niagara Partnership Report), the
establishment of a joint County-CityStat process to improve transparency and accountability, an
automated case management system for Social Services, continued fleet management and GIS
system improvements, and automation of DPW fire and building inspections.

Savings estimates for Erie County’s productivity bank are determined by planning $3.0 million
in capitalization each year from FY2006 through FY2008, and $4.0 million in FY2009, through
the State Efficiency Incentive Grant (or, if necessary, though not quantified below, as part of the
County’s annual $30 million capital program, in which case repayment by departments will have
to be expanded to offset debt service costs), for a total of $13 million through FY2009. It is
assumed Erie County can achieve the same rate of operating budget savings for each dollar of
productivity bank funding invested as did the County of Philadelphia. The County of

Department Initiatives V-18




Philadelphia averaged $8.7 million a year in operating savings from an initial investment of
$20.0 million, or $0.44 each year for every $1.0 in up-front investment. Anticipating a one-year
lag from each tranche of productivity bank capitalization to the achievement of savings (i.e., a
100% discount in the year a new tranche is invested), as well as a 20 percent discount in savings
to offset additional potential delays in the year following each new tranche of capitaliztion,
savings are estimated to climb from over $1.0 million in FY2007, to nearly $7.6 million by
FY2009, and nearly $13.2 million by FY2010.

Discounted Fiscal Impact

Discount % 0% 100% 0% 0% 0%
Fiscal Impact $0 $0 $1,046,000 | $3,661,000 | $7,584,000

88. Centralize Collections & Receivables Management

Dept: Budget and Finance Rev/Sav/Productivity: Revenue
Division/Bureau: Billing and Receivables Management Fiscal Impact To FY09:  $14,718,000
Required Approval. County

Currently, collections and receivables management functions are decentralized, and staff cuts
and budget reductions have reduced the time and commitment to managing receivables and
collections. As the County looks to improve its revenue and cash flow situation, it is logical to
first improve the collection of funds already owed to the County before looking to increase new
revenue.

On November 4, 2004, the Erie County Legislature authorized a consulting agreement to design
and implement a plan to improve the County’s accounts receivables management, maximize
revenue opportunities, and improve efficiency. In the course of its study, the consultant met with
the Probation Department, ECMC, the Courts, Social Services, Department of Health, Sheriff’s
Department and others. In particular, the consultant’s plan focused on assisting the Probation
Department with the recovery of fees, fines and restitution.

The consultant’s recommendation was to create a Division within the Budget and Finance
Department that would bill and collect outstanding receivables owed to the County as well as
cities, towns, and villages under a fee for service arrangement. The Division would have
included a director, assistant director, two receivables analysts, a junior accountant, and a part
time chief budget examiner.

As originally proposed, the arrangement between the new Division and the Probation
Department would have allowed the Division to administer the monthly probation supervisory
fee, which would enable the probation officers to focus on supervising probationers. Given staff
reductions because of budget cuts, this would improve the effectiveness of remaining staff.

The original plan, presented in April 2005, would have allowed for a September 2005

implementation for the Probation Department, as well as doing backlog collections for ECMC,
the Courts, and the town of West Seneca. In FY2006, the plan would have added new clients,
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including Social Services and current accounts for ECMC and the Courts, as well as 3-5
additional towns.

In July 2005, the project consultant, Lawrence R. Smith and Associates, Inc., indicated that,
based on the information they had gathered from the Probation Department, the estimated
revenue from currently outstanding Fees, Fines and Restitution owed would have been
$3,282,983. They also projected that the new Division would have collected $815,798 in new
and additional revenue for the County from other collections and accounts receivables work.
Combined, these new revenues for a full fiscal year would total $4,098,781.

‘In other governments, general experience indicates that the collections unit will generate $1 of
revenue for every $11 owed. According to Lawrence Smith and Associates, Erie County’s
outstanding receivables total an estimated $150 million, which would translate into potential
revenue of $11.7 million.

Experience in other counties suggests that this is a realistic expectation. For example, Santa
Clara (California) County, in its first year of experience with a similar centralized Division
realized $4.2 million in collection and fee revenue, which grew to $8.3 million in the second
year, $14.1 million in the third, and $19.1 million in the fourth year.

Summary of Savings
(Before Discounting)

Salary and Benefits Cost $0 ($300,194) | ($312,112) | ($328,373) ($344,956)
Software, Equipment and

Overhead quip $0 ($50,000) | ($75,000) ($76,875) ($78,987)
Total Cost $0 ($350,194) | ($387,112) | ($405,248) | ($423,943)
Additional Revenues $0 $4,098,781 | $4,508,659 | $4,959,525 $5,455,478

q 0 £Q
O1a d d 0 D 40 O b4 4 D4 4 D 0

In FY2005, savings have been discounted 100 percent. Savings for EY2006 have been
discounted by 27.0 percent to account for a September 1, 2005 start.

Discounted Fiscal Impact

Discount % 100% 27% 0% 0% 0%
Fiscal Impact $0 $1,010,000 $4,122,000 $4,554,000 $5,032,000
164. Adjust County-Controlled Fees to Keep Pace with Inflation
Dept: All Rev/Exp/Productivity: Rev
Division/Bureau: All Fiscal Impact to FY09:  $1,225,000
Required Approval: County

The County currently has jurisdiction over the rates of many fees collected by the County. While
these rates have the ability to be adjusted as necessary, this does not necessarily happen on a
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regular basis and can at times not happen for long periods. For example, the Health Department
is currently charging rates set in 1994. Meanwhile, annual inflation makes the effective rate of
fees decrease yearly if not reset with inflation. Due to this annual effective decrease in the rate of
fees, the County should allow fees under its control to rise with inflation.

If this were to be applied solely to fees not covered by initiatives elsewhere in this plan, the
County would be able to raise an additional $120,000 in FY2006 and a total of $1,225,000 over
the next four years as shown below.

Proposed Fees with Annual Inflationary Raises

FY2006 FY2007 FY2008 FY2009
Projected Projected Projected Projected
Revenue Revenue Revenue Revenue

FY2004

Revenue

Central Police
Services
Forensic Laboratory | N/A | $51,250 | $52531 | $53845 | $56,191 | $56,570
Clerk
$15-
Summary Page "r‘:'c‘(‘)‘;'ggjé" $766.035 | $785.186 | $804,.816 | $824,936 | $845,559
fees
Social Services
Response to
Subpoenas by $15
Outside Attorneys
Representation $40/hour
Total Social Services $13,465 $13,802 $14,147 $14,500 $14,863
Parks, Recreation,
and Forestry
Grover Cleveland -
TEE TIME $2 $5,502 $5,640 $5,781 $5,925 $6,073
ASSESSMENT
Grover Cleveland - -
LOCKER RENTALS $50 $200 $205 $210 $215 $221
Grover Cleveland - 18
HOLE CART $20 $86,540 - | $88,704 $90,921 $93,194 $95,524
RENTALS
Grover Cleveland - 9
HOLE CART $10 $15,380 $15,765 $16,159 $16,563 $16,977
RENTALS
Grover Cleveland -
PULL CARTS $3 $3,927 $4,025 $4,126 $4,229 $4,335
Elma Meadows - TEE
TIME ASSESSMENT $2 $12,184 $12,489 $12,801 $13,121 $13,449
Elma Meadows -
DUPLICATES (LOST $5 $10 $10 $11 $11 $11
CARDS)
Elma Meadows - 18
HOLE GOLF CARTS $20 $136,200 $139,605 $143,095 $146,673 $150,339
Elma Meadows - 9
HOLE GOLF CARTS $10 $33,750 $34,594 $35,459 $36,345 $37,254
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FY2004 FY2006 FY2007 FY2008 FY2009
Fee Rate Rev Projected Projected Projected Projected
enue Revenue Revenue Revenue Revenue
Elma Meadows -
PULL CARTS $3 $2,610 $2,675 $2,742 $2,811 $2,881
Elma Meadows -
LOCKER RENTAL $50 $100 $103 $105 $108 $110
Health
Water Bottles $150 $300 $308 $315 $323 $331
Plan Revenue Non-
Mun Water $113 $226 $232 $237 $243 $249
Hotels and Motels 0- .
30 Rooms $98 $4,900 $5,023 $5,148 $5,277 $5,409
Hotels and Motels 31-
100 Rooms $188 $4,512 $4,625 $4,740 $4,859 $4,980
Hotel and Motels
Food Service 0-50 $98 $294 $301 $309 $317 $325
Seats
Hotel and Motels
Food Services Over $188 $4,700 $4,818 $4,938 $5,061 $5,188
50 Seats
Hotels and Motels | 51gg $4700 | $4818 | $4938 | $5061 | 95188
Hotel and Motel
Whirlpools $68 $272 $279 $286 $293 $300
Mobile Home Parks
0-25 Sites $98 $980 $1,005 $1,030 $1,055 $1,082
Mobile Home Parks
26100 Sites $188 $5,640 $5,781 $5,926 $6,074 $6,226
Mobile Home Parks
Over 100 Sites $300 $4,800 $4,920 $5,043 $5,169 $5,298
Migrant Labor Camps
0-9 Units $188 $752 $771 $790 $810 $830
Migrant Labor Camps
Over 9 Units $300 $0 $0 $0 $0 $0
Food Service
Establisjed Taverns: $53 $15,582 $15,972 $16,371 $16,780 $17,200
No Food Prep
Food Service
Established Taverns: $98 $146,804 $150,474 $154,236 $158,092 $162,044
0-50 Seats
Food Service
Established Taverns: $188 $262,072 $268,624 $275,339 $282,223 $289,278
Over 50 Seats
Food Commissaries
Food Prep and $188 $5,452 $5,588 $5,728 $5,871 $6,018
Storage
Food Commissaries
Food Storage Only $53 $424 $435 $445 $457 $468
Caterers Mobile Units $98 $10,682 $10,949 $11,223 $11,503 $11,791
Frozen Dessert:
Childrens Camp $100 $400 $410 $420 $431 $442
Tatto Establishments: $25 $500 $513 $525 $538 $552
V-22
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004

Tatoo Artists
Campsites $150 $2,100 $2,153 $2,206 $2,261 $2,318
Campsites: Food
Service 0-50 Seats $98 $294 $301 $309 $317 $325
Campsites Food
Service: Over 50 $188 $0 $0 $0 $0 $0
Seats
Campsites: Pools $188 $940 $964 $988 $1,012 $1,038
Whirlpools $68 $1,904 $1,952 $2,000 $2,050 $2,102
Temp°’§%’ a'?gm'ts 1- $53 $30,528 | $31,201 $32,073 | $32.875 | $33,697
Temporary a'?‘:’m'ts 1 360 $16,080 | $16482 | $16894 | $17,316 | $17,749
Temporary Permits
Over 7 Days $75 $13,875 $14,222 $14,577 $14,942 $15,315
Plan Review: Pools,
Beaches $150 $300 $308 $315 $323 $331
Plan Review: Mobile
Homes $150 $0 $0 $0 $0 $0
Plan Review:
Campsites $150 $0 $0 $0 $0 $0
Plan Review:
Rooming Houses $75 $7,275 $7.457 $7,643 $7,834 $8,030
Plan Review:
Subdivisions $25 $13,125 $13,453 $13,789 $14,134 $14,488
Ind. Water and Sewer
Mandated $150 $3,000 $3,075 $3,152 $3,231 $3,311
Property Transfers:
Individual Sewage $150 $133,350 $136,684 $140,101 $143,603 $147,193
Property Transfers:
Individual Water $98 $29,890 $30,637 $31,403 $32,188 $32,993
Property Transfers: ‘
Individual Water $98 $29,890 $30,637 $31,403 $32,188 $32,993
Property Transfers:
New Construction $150 $137,100 $140,528 $144,041 $147,642 $151,333
Primary Care $0-$302 | $1,392,981 | $1,427,806 | $1,463,501 | $1,500,088 | $1,537,590
Total Dental Care $0-$480 $760,133 $779,136 $798,615 $818,580 $839,045
Probation
Court sets
the fine,
Probation
Fines collects $627,104 $642,782 $658,851 $675,322 $692,205
and send
back to
court
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FY2004 FY2006 FY2007 FY2008 FY2009
Projected Projected Projected Projected
Revenue Revenue Revenue Revenue

Rate

Revenue

Total $2,778,000 $4,898,000 $5,020,000 $5,145,086 $5,273,713

Additional Revenue
From Inflation $120,000 $242,000 $367,000 $496,000

Summary of Savings
(Before Discounting)

FY2005 FY2006 FY2007 FY2008 FY2009

Additional Fee Revenue -1_ $119,000 $242,000 $367,000 $496,000

Total Savings $119,000 $242,000 $367,000 $496,000

Since the County has the ability to set these rates to rise with inflation, savings have not been
discounted.

Discounted Fiscal Impact

FY2005 FY2006 FY2007 FY2008 FY2009
Discount % 100% 0% 0% 0% 0%
Fiscal Impact $0 $119,000 $242,000 $367,000 $496,000
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COUNTY COMPTROLLER

MISSION

To perform the accounting, auditing, reporting and fiscal functions of the County in accordance
with Article XII of the Erie County Charter and Article 12 of the Administrative Code. Under
the direction of the elected Comptroller, the Comptroller’s Office will maintain the official
accounting records and prepare and distribute interim and annual reports of the financial
condition of the County; perform audits to ensure that. County assets are safeguarded against

unauthorized use or disposition; receive and invest County funds; and structure and sell notes

and bonds.

GOALS

Execute the changes needed to streamline the County’s business processes by implementing
«Best Business Practices” as identified by the Countywide Reengineering Study and
Enterprise Resource Planning (ERP) project.

Déi'éldti and promulgate accounting policies, procedﬁi‘eé,’ and guidelines to all County
departments and organizations in accordance with GAAP.

Review, process, and validate departmental accounting transactions for accruals,
encumbrances, expenditures, and revenues, and assure transactions are in compliance with
established policies and procedures and within authorized appropriations.

Ensure feconciliation of each of the County"s bank accounts.
Develop and provide timely, acéuréte,‘ and inform_aﬁve accounting reborts to the County
Executive, Legislature, and departments for managerial use and control.

Prepare the Couhty’s quarterly interim and annual financial statements, the annual financial
report to the New York State Comptroller, and other financial reports as required, and to
assist the County’s consultant in preparation of the Countywide Cost Allocation Plan.

Conduct financial and compliance -audits of records and accounts and management and
performance audits of County departments, in accordance with the provisions of the Erie
County Charter, Administrative Code and Generally Accepted Auditing Standards (GAAS),
and submit audit reports to the Legislature and County Executive. " ‘

Optimize the income from investments.

Make timely and accurate disbursement of all funds with due regard to the best interests of
the County and vendor requirements.
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= Ensure the availability of cash resources as needed for the day-to-day operation of County
government and the completion of authorized capital projects.

= Develop effective plans, policies, and procedures for the borrowing and investment of funds
in compliance with New York State Law.

= Prepare all official statements for bond and note sales.

» Coordinate all legal matters pertaining to borrowmg with the County Attorney and the
County’s bond counsel.

» Evaluate various financing alternatives available to the County and structure financing plans
to meet County needs.

Source: Erie County Comptroller

MEASURES OF PERFORMANCE

Number of investments completed annually 2,100
Number of debt service payments 73
Number of cash flow schedules/analyses 86
Court & Bail orders managed 922
Number of Vendor checks issued 28,000
Trust checks issued 5,300
Transactions validated 127,000
Number of checks reconciled 847,000
Number of bank accounts reconciled 54
Number of daily, weekly, month-end and year-end reports produced and distributed 3,552

Countywide (SAP- electronic) 2004=8 months
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DEPARTMENT OF PERSONNEL

MISSION
To interpret and administer all provisions of New York State Civil Service Law and to

develop, administer, and coordinate a comprehensive human services program, including
payroll, benefits, examinations, recruitment, selection and training.

GOALS

» Expand website capabilities to download civil service eligible lists and have direct access
to job descriptions and related civil service documents.

»  Work with local towns, villages and school districts in the reduction of paperwork relating
to personnel and civil service mailers by using on-line capabilities including position
requests, payrolls, and certifications of payrolls.

= Review existing job descriptions, update where necessary and make available on-line.

= Develop trammg programs for local municipalities relating to civil service and related
matters.

Source: Erie County Department of Personnel

MEASURES OF PERFORMANCE

Reduce response time to request for certified eligible lists. 7 days
Increase participation in County training programs. 100

Reduce average time to respond to written requests for Civil Service / Personnel
information. 5 days

Increase monitoring of Town and Village Civil Service appointments / number of

payrolls audited / certification monthly. 7
Increase number of job audits/ classification studies performed annually. 50
Decrease time needed to prepare new job descriptions. 15 days
Reducing processing time for employee out-of-title grievances. 30 days

Reduce processing time for mandated NYS Retirement System Salary and Service
Determinations. 13 days

Source: Erie County Department of Personnel
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The Personnel Department works closely with the Office of the County Executive, Office of the
County Attorney, and Department of Labor Relations to develop and implement effective human
resources programs and policies. Given these interrelationships, as well as the importance of
human resources management to organizational change throughout County government, the
Personnel Department will also play a key role with initiatives detailed in other chapters
throughout this Plan. Of particular note, primary collective bargaining and healthcare cost
containment initiatives are detailed in the Workforce chapter, workers’ compensation issues are
addressed in the County Attorney chapter, and co-location with labor relations is outlined in the
Department of Labor Relations chapter of this Plan.

32. Pursue Federal Part D Reimbursement for Providing Retiree Prescription Drug Benefit

Dept: All Rev/Exp/Productivity: Rev
Division/Bureau: All Fiscal Impact To FY09:  $3,600,000
Required Approval: County

The Medicare Prescription Drug, Improvement, and Modernization Act of 2003 (Medicare
Modernization Act, or MMA) was signed into law on December 8, 2003. The primary outcomes
of the new legislation were the introduction of a Medicare Drug Benefit and the Medicare
Advantage Program. Under the new Medicare prescription drug program, employers who
already provide a retiree Rx benefit determined to be actuarially equivalent to the new federal
program are eligible for a 28 percent reimbursement for employer costs. The federal Centers for
Medicare and Medicaid Services (CMS) have estimated that the employer subsidy will average
$668 per year per eligible retiree, although the subsidy is provided on an individual basis, and is
not simply a percentage of total drug costs.

As a provider of retiree prescription drugs, the County via the Labor-Management Healthcare
Coalition (LMHC) in which it participates is believed to be eligible for these payments. For
2006, Erie County is already well underway with the subsidy application process, and the LMHC
benefits consultant estimates that the County overall will receive $2.2 million in 2006. In
general, the County General Fund allocation of costs for the LMHC is just under 35 percent,
although inter-fund allocations of Part D revenues have yet to be determined. If equivalent to the
overall allocation, the General Fund should expect to receive approximately $770,000. In future
years, revenues are grown at a rate of 16.5 percent consistent with status quo healthcare trends,
however, even greater increase are possible to the extent that the size of the retiree cohort also
grows. Actual federal reimbursements are based on a percentage of County spending subject to
an annual cap per retiree, indexed to national per capita spending growth.

Summary of Revenues
(Before Discounting)

FY2005 FY2006 FY2007 FY2008 FY2009
Estimated Part D
“ $770,000 $897,050 $1,045,063 $1,217,499
Total Impact $0 $770,000 $897,050 $1,045,063 $1,217,499
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While receipt of these payments is not considered to be at significant risk, a 20 percent first-year
discount has been applied to reflect the uncertainty of precise allocations to the General Fund,
and a 10 percent discount applied to FY2007.

Discounted Fiscal Impact

FY2005 FY2006 FY2007 FY2008 FY2009
Discount % 100% 20% 10% 0% 0%
Fiscal Impact $0 $600,000 $800,000 $1,000,000 | $1,200,000

33. Improve Attendance Monitoring and Payroll Controls

Dept: All Rev/Sav/Productivity: Savings
Division/Bureau: All Fiscal Impact To FY09:  $234,000
Required Approval: County

As detailed in the Workforce chapter of this Plan, County sick leave usage is high — more than
double national labor market averages of 5.2 days. To achieve improved attendance,
modifications to County paid leave benefits, as also outlined in the Workforce chapter, will be
critical. To complement such changes, however, it will also be important to strengthen
management systems for monitoring and enforcing attendance policies — including provisions
already in place. In addition, with the County’s decentralized timekeeping systems, as well as
recent high turnover due to workforce reduction, greater central review and control would better
ensure consistent and accurate payrolls. To pursue these two goals, the 2006 Budget includes
funding for a new Benefits Monitoring Specialist position within the Personnel Department to be
responsible for improving management in these areas.

Initiatives may include, but not be limited to the following, with an initial priority focus on
improving attendance in the County’s 24/7 operations:

= Development and circulation of regular leave usage and overtime reports for County
operating departments and major divisions to provide management feedback and to promote
greater awareness and accountability.

» Monitoring and review of existing County attendance policies, such as sick leave notification
and certification practices, to ensure strong and consistent application.

= Audits and review of departmental payrolls to ensure consistent and accurate timekeeping,
recordkeeping, and application of policies regarding overtime and premium rates.

» Training departmental managers and administrators as warranted improving and
professionalizing attendance and payroll practices.

The FY2006 Budget includes $40,301 to establish this new position, and an additional factor is
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